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A Banker’s Diary 


THE great event of the month, the long-awaited ratification of the £937 millions 
American Loan, is so fully discussed. in our opening series of articles that it 
needs no further reference here. But among the many and 

Britain’s conflicting comments upon the Loan and what it portends, 

External there is one thing, beyond all dispute, which needs to be said 

Deficit again, and yet again. Britain’s assurance of a temporary supply 

of dollars must never be allowed to distract attention from the 

urgency of her balance of payments problem. The extent of the gap is so large 

by any standards, and especially by comparison with the U.S. and Canadian 

loans, that even promising signs of improvement cannot be an excuse for relaxa- 
tion of effort until equilibrium is in sight. 

The Chancellor admitted last month that the 1946 deficit may be “ notice- 
ably less ’’ than the £750 millions tentatively suggested during the loan negotia- 
tions. That, indeed, was alre ady apparent, thanks to the substantial progress 
of exports, which in May reached their 1938 volume and were then running at 
an annual rate of fully £1,000 millions, while imports have been rather smaller 
than had been originally planned. On the basis of these past figures of visible 
trade alone, the year’s deficit might be at least £200 millions better than the 
first estimate. But when the improvement first provoked optimistic forecasts, 
there were inspired reminders of the large scale of invisible expenditure, 
especially on military and other Goverrimental commitments overseas, the 
budget for which may well have been swollen by recent political developments 
in the Near East. 

Mr. Dalton’s statement is thus a welcome confirmation that the visible 

gains have not been swallowed up by other outgoings, and will not be swallowed 
up by the increased imports which may be expected in the second half of the 
year. It is also a sharp reminder of the extent to which the public is kept in 
the dark about a matter of high importance. Now that the Loan uncertainties 
are removed, detailed estimates of the balance of payments should be published 
regularly, no matter how tentative they may be. Meanwhile, it should be 
remembered that the recent progress has been achieved at a time when exports 
are limited only by the volume of available supplies. And, on the import side, 
there is now the added uncertainty about the trend of American prices, dis- 
cussed in a later Note. 


WHILE the cheaper money policy has perhaps not made further progress in 
the past month, it has at least become rather more coherent—and the banks, 
whose investment policy is analyzed in a subsequent article, 

Another have plunged even further into gilt-edged. The authorities, 
‘Tap’ as expected, decided to turn off the tap for the 2} per cent. 
Holiday = Savings Bonds on July 9, the date upon which the conversion 
offer to holders of the National War Bonds (1946/1948) expired. 

This decision finally set at rest the doubts, which the ‘‘ below-market ”’ 
terms of the issue had aroused, about the Chancellor’s determination to adhere 
to his much publicized programme. The basic features of any attempt 
to force down interest rates in such a period as this must be not only a continued 
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reliance upon physical and other controls to hold excessive demands for capital 
in check, but a readiness to resort to floating debt whenever the public appetite 
for securities shows signs of flagging. Hence, after each fresh approach to the 
market, it is necessary to allow time for that appetite to be restored. 

Thus, the withdrawal of the Savings Bonds after only 7 74 weeks run, and the 
resultant return to finance by floating debt, are fully in iin with Mr. Dalton’s 
earlier protestations of indifference to the level of that debt. In the ev nt, of 
course, the Chancellor duly claimed that the Bond issue had been an outstand- 
ing success—but his comparison of the weekly average yield with that of 
earlier issues took no account either of the extreme shortness of the run, or 
of the length of the preceding “ holiday’’. Total cash subscriptions amounted 
to £417.8 millions, which is almost exactly the sum required in the current 
financial year to cover the unconverted portions of loans already repaid or due 
for repayment (the amount of the called 2} per cent. National War Bonds, 
1946/1948, exchanged for Savings Bonds was £330 millions). This ought to 
mean, on the programme set out in the Budget speech, that no further approach 
to “‘ large ’’’ savers will be necessary. But in fact, the more closely the figures 
are examined, the more untenable does the Budget assumption become. 


It was implied in April that the Government in 1946/47 would secure virtually 

all the finance it required from external sources (through drafts on the American 

and Canadian credits and accumulations of‘sterling by other 

The countries) and from “ small ”’ savings. This assumption, how- 

Borrowing ever, never took full account of the substantial ‘‘ below-the- 

Programme Jine ” expenditure—i.e., expenditure excluded from the official 

computation of the Budget weaved which was in prospect. 

And it has become increasingly plain that the net yield from smz ul savings will 

be only a fraction of the £520 millions which Mr. D. uiton hopefully “ wrote into ” 
his Budget. 

Questions in Parliament last May evoked for the first time detailed analyses 
of small savings, and revealed, not only the true extent of dis-saving, but 
that the figures in the Exchequer Return (then monthly, but now weekly), aré 
seriously misleading owing to arrears in Post Office bookkeeping. Since then, 
the available detailed figures have been kept up to oe by further Parlia- 
mentary answers. The statement for June—the first month to be free from the 
distorting efiects of heavy forestalling subscriptions to ‘ per cent. Defence 
Bonds—showed 1 ‘‘small’”’ savings, after deducting withdrawals and 
encashments, of only {11 millions, before allowing for {9.5 millions of accrued 


+ 


total 


interest. On this basis, again ignoring accrued interest, the annual rate of 


oO Detter than this 


receipts is only £133 millions; and if the response were n 
during the remainder of this year, the total! yield for 1946/1947 would b 
{200 millions, despite the anticipatory demands for the 3 per cent. Bonds. 
Meanwhile, ‘‘ below-iine ”’ « ype are absorbing large sums. Refunds of 
E.P.T., for which £150 to {200 millions was allowed this year, are running at 


such a rate as would complete the total payments, estim< ted : it £250 millions 
(net), early in 1947. Repayments of post-war credits to elderly peopl will 


- 
— 


require {26 millions ; £100 millions or more may need to be borrowed for the 
Civil Contingencies Fund; and net redemptions of tax reserve certificates 
could easily reach {150 millions in the year, to judge from recent experience. 
Ordinary (i.e., ‘‘ above-line ”’) expenditure is falling according to plan (to date 
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the decline compared with 1945/46 is roughly one-third), but the cost-of-living 
subsidies have not yet reflected the steepening of the rise in American prices 

or the dearer Canadian dollar. There is certainly no reason yet to suppose that 
the “‘ ordinary ”’ deficit will fall short of the official estimate, revised for the loss 
on beer duty, of £775 millions. Altogether, the Government may need 
to raise at least £1,400 millions of “‘ new ’’ money in the full financial year. If 
“small” savers find only {200 millions towards this and external finance 
provides no more than, say, {600 millions (because of the improvement in the 
overseas deficit), the new money to be raised from the market or from floating 
debt financed by the banks would be £600 millions. Given the present policy, 
the floating debt and bank credit seem bound to expand further. 


At the time of writing the United States is still without effective price control 
machinery. The life of the Office of Price Administration ended on June 30 last. 
The bill presented to Congress to prolong it had so emasculated 

Price its powers that—as recorded in a last-minute amendment to the 

Control july issue of THE BANKER—President Truman decided to 

in U.S.A. exercise his veto, refusing, as he said, to sanction legislation 

which would allow “ inflation by statute’. The President, 
no doubt, assumed that Congress would be appalled at the thought of com- 
plete abandonment of price control; that, in a matter of hours, it would 
accordingly have passed a resolution extending O.P.A.’s powers for a few 
weeks: and that, in this interval, a more workmanlike measure could be 
enacted. In this, as in so many other recent issues, the President wholly 
misread the temper of Congress. It is true that the Presidential veto was duly 
upheld and the House of Representatives voted to continue O.P.A. on the old 
terms for a short period. But the Senate, where the strongest enemies of price 
control are to be found, refused to be stampeded into precipitate action and, 
instead of following the lead of the House, decided to rewrite the price control 
bill that had been vetoed by the President. Once more this measure is under- 
going the familiar process of amendment and weakening. 

Meanwhile, American prices, freed from statutory restrictions other than 
those provided by State legislation (as, for example, some controls on rents), 
have been rising, but not as fast as the prophets of woe had anticipated. The 
impact of the inflationary potential on free prices was bound to be at its 
greatest immediately after the removal of the controls. In fact, official statistics 
show that wholesale prices rose by over 20 per cent. in the first three weeks. 
Since then the curve has lost its steepness but is still rising. It is, however, 
bringing into play the natural correctives. Production of certain consumer 
goods that had been in short supply under O.P.A. regulations is increasing 
fast—particularly in the textile industry. Black markets have disappeared 
overnight and the shops are again being filled with commodities, such as 
ner at a price. It may well be that a few weeks of decontrolled prices will 
eveal a far more orderly Rea nt of the price structure to the other factors 
1 the economic situation than was anticipated by most domestic observers. 

The one certain element in the situation is that it will be impossible to 
re-establish control at anywhere near the level from which prices moved when 
they were freed. In the last few weeks of its life, O.P.A. had shown consider- 
able liberality in authorizing increases in price ceilings, and one may assume 
that the further rises that have occurred since the controls came off have, for 
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the most part, come to stay. The most dangerous implications of the situation 
are those to be found in the price-wages equation. Recent rises in wage rates, 
gained at the cost of serious strikes, have already been approximately offset 
by the rise in the cost of living. If the whole sequence of wage increase de- 
mands, strikes, shortages and higher costs, is to be resumed, there is a real 
danger of “‘ wage induced inflation ” taking charge and giving the inflationary 
situation in the United States a spiralling character which it has hitherto lacked, 

The external effects of the sudden rise in dollar prices have already made 
themselves felt in the upward revaluations, discussed in a subsequent article, 
of the Canadian dollar and Swedish krona. The purchasing power represented 
by the $3,750 million American loan to Britain has been reduced, but so far, 
at least, there is no cause for undue concern. In the light of recent develop- 
ments the United Kingdom’s dollar requirements for the transitional period 
may prove to have been somewhat overstated by the lines of credits from the 
U.S. and Canada. Fortunately, too, the credits are wholly “ untied ”’ and it 
is probable that, in view of the current rise in American prices, a smaller pro- 
portion will be spent directly by the United Kingdom in the U.S.A. than had 
been estimated when the loan was negotiated. Finally, it is evident that the 
task of repaying the amount that Britain draws on the credit must be facilitated 
by the rise in U.S. dollar prices—provided they do not fall again before 1952. 


A WELCOME announcement last month was the withdrawal of the Allied ‘‘ black 


lists.” As from July 9, the American “ proclaimed ”’ list and the British 
“ statutory ”’ list were abrogated—the British under S.R. & O. 

Black 1946, No. 1041. During the war, pressure exerted through the 
Lists black lists was a valuable means of denying resources to the 


Withdrawn enemy. British and American residents were precluded from 
all financial or business dealings with listed persons or firms in 
neutral or other territories, and the lists included not only concerns owned or 
controlled by persons in enemy territory (which appeared automatically) but 
also any which were known to be giving assistance to the enemy. Neutral 
manufacturers, for example, were listed if there was evidence that their war- 
time sales to Germany had exceeded pre-war levels; and the Allies gave re- 
peated warnings that their control would not necessarily be withdrawn imme- 
diately the war ended. The sanction was therefore a powerful one, and was 
certainly an indispensable instrument during the war, even though its use 
aroused strong resentment in the neutral countries most directly affected. 
After the end of the war, however, the resultant frictions greatly increased, 
and many anomalies were created by revisions in the lists—all Italian names, 
for example, were witiidrawn, whereas new Swiss and Swedish names were 
added as Allied auditors combed through the books of German industrialists. 
Instances arose in which Allied firms were embarrassed through inability to 
secure spare parts for machinery bought before the war from listed firms, and 
in other cases Italian—that is, ex-enemy— concerns were securing contracts 
which, on economic grounds, might have been better placed with neutrals who 
were debarred from tendering. Obviously, the situation was fast becoming 
untenable. But the Allies clung to it, partly in order to implement the threat 
to penalize collaborators after the war, and partly as a means of carrying 
through their policy of rooting out all Nazi assets abroad. Thus the withdrawal 
of the lists is linked with the agreement on German assets in Switzerland, 
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which, as recorded in these Notes last month, provided for a withdrawal of all 
Swiss names from the black lists as soon as the assets agreement had been 
ratified. In the interests of revival of normal economic relationships in Europe, 
the Allies have acted wisely in scrapping the lists altogether without waiting to 
reach similar understandings about German assets in other neutral territories. 
An agreement with Sweden, however, was reached towards the end of the 
month. 


DETAILS have been published of the latest agreement governing the sale of 
South African gold to the British Government. It is provided that the Union 
will sell Britain at least £80,000,000 of gold in each of the years 
South 1946 and 1947, and that the price paid will be 172s. 6d. per 
African ounce, which is 3d. per ounce more than has been paid hitherto, 
Gold Sales and 3d. per ounce more than the Bank of England pays for 
other newly-mined gold. The higher price paid to South Africa 
has been calculated on the basis of reduced gold shipping costs between the 
Cape and New York, and has no other significance. The amounts to be sold 
each year are somewhat larger than those sold in the past, but the general 
pattern of the gold sale agreement between the two countries remains 
unchanged and conforms to the lines that have been followed since 1925. 
The point of importance about the new agreement is the increase in the quota 
of gold made available. During the greater part of the war South Africa 
calculated its sales of gold strictly on its requirements of foreign exchange. In 
other words, it refrained from holding the surplus on its exte rnal payments in 
the form of sterling balances, but preferred to increase its gold reserves. 
In consequence, the South African financial contribution to the war effort 
and to the sterling area dollar pool was far smaller than it might have been. 
That is, in some respects, being remedied now and South Africa is selling more 
gold than the amount strictly required to meet its payments with other 
countries. Hence South African balances in London are beginning to increase 
and have risen to around £30,000,000. South Africa will, as before, continue 
to meet its requirements of foreign exchange from the pool in London. 

The South African Reserve Bank has recently revalued its gold reserves 
at the official price of 172s. per ounce. Until this revaluation the gold had 
been entered in the books at the old statutory price of 85s., and a considerable 
book loss had therefore been accumulated on all gold acquired since 1933, 
when the South African pound left gold. That loss is now wiped out and, 
in addition, a book profit of about £16,000,000 has been realized. 


THE movement towards dearer money in the United States is opening out on a 
wider front. The Federal Reserve Bank of New York has increased its 
buying rate for bankers’ acceptances. The principal com- 

U.S. Money mercial banks in New York have raised their rates for loans 
Rates to security brokers and dealers, the general increase for call 
Harden —Joans secured by Government paper being from I per cent. to 

14 per cent. Many commercial banks in the United States have 

called for the reimbursement of customers’ loans secured by Government paper. 
Finally, the U.S. Treasury has announced that some $2,500 million of certifi- 
cates maturing in August will be repaid out of the accumulated cash resources 
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of the Government. This cash is now deposited with commercial banks in 
war loan accounts and, since part of the maturing securities are held by the 
Reserve banks, the operation, like comparable repayments that occurred 
earlier this year, should have a deflationary effect on the credit situation. 
The combined effect of these various developments has been to cause a 
persistent decline in the prices of Government securities. This movement 
towards dearer money cannot be regarded as surprising. The American 
economy is, above all, a free economy. The controls are being swept away 
rapidly, and in the present context of rising prices, conside rable inflationary 
potential, and continuing shortages, it is reasonable that money rates should 
be allowed to find a somewhat less artificial level than that maintained through 
the years of war-time controls. 


OnE by one the British banks are resuming publication of their familiar 
reviews, though more slowly than the leading overseas banks have done. The 
ania en is very welcome, even though the reviews must 


Bank for a time appear only at quarterly intervals. To judge from 
Reviews the Midland’s contribution—-which was the first in the field— 
Again and now Lloyds’, they have lost nothing in quality through 


enforced suspension. Each retains its characteristic shape. 
The Midland still adheres to an internal production and its habit of anonymity, 
while Lloyds, despite its recent recruitment of an economic journalist especially 
well known to readers of THE BANKER, still elects for a symposium of signed 
articles. In the words of the editor, Mr. Alwyn Parker, its object is to present 
a “‘ cross-fertilization ’’ of ideas and collective thinking. The prescription is 
undoubtedly appropriate to the needs of the times, and the first fruits whet the 
appetite for more. Professor Pigou’s comparative study of economic conditions 
during and after the two wars is, like all his writings, plainly in the “ luminous ” 
style for which the editor’s foreword calls, and Mr. Manning Dacey contributes 
a thought-provoking analysis on the problem of measuring inflation, which will 
well repay close study. 


THis month’s issue of THE BANKER includes, apart from a series of articles on 
the Loan, three contributed features which should be of particular interest. 
The problem of India is so beset with political difficulties that 

Economics the vital economic issues—without adequate attention to which 
Indian no political solution nena hope to endure—tend always to be 


Unity forced into the background. In an article which begins on 
page 87, Sir se Gregory, who has only recently relin- 


quished his appointment as Economic Adviser to the Government of India, 
authoritatively demonstrates how economic problems have been neglected in 
the constitutional proposals now under discussion. 

In a second special article, Mr. J. H. Lawrie, General Manager of the newly- 
formed Industrial and Commercial Finance Corporation Limited, describes the 
Corporation’s early experience, the types of problem with which it is being 
confronted, and the policies which it is following. 

The third distinctive contribution, from Mr. H. G. Daniels of Berne, gives a 
background survey of the much-discussed Washington Agreement for the 
liquidation of German assets in Switzerland. 
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Springboard for Britain 


HE Anglo-American financial agreement, under which the United 
T siate grants Britain a five-year line of credit of $3,750 million, was 

finally ratified by Congress on July 13, seven months and one week after 
the loan agreement was signed in Washington, exactly ten months after the 
negotiations were opened, and almost one year after the abrupt cessation of 
Lend-Lease, the deed that called urgently for the negotiation of a credit from 
the United States. These intervals have their significance. And one delay, at 
least, should not have occurred at all. The financial peace-time arrangements, 
into which Lend-Lease would dovetail, should have been ready-made before 
Lend-Lease was suspended. The blame for the disconcerting hiatus must be 
borne by both sides: by the American administration for an abrupt action 
which was not called for by the letter of the law, and even less by the require- 
ments of equity and good-neighbourliness ; by the British for being unduly 
dilatory in facing up to the problem that would arise after VJ Day, for having 
accustomed themselves so much to the inflow of Lend-Lease as to take it for 
granted and to regard it as the air they breathed. The Japanese, perhaps, 
might also be classed among the guilty—for collapsing far more rapidly than 
was expected even in the highest military quarters. 

The time—three months—spent over the negotiation of the agreement may 
have seemed unduly prolonged, and was certainly far longer than had been 
anticipated when Lord Keynes set forth for Washington. But it will not seem 
so long if it be realized that the whole British approach to the problem of aid 
from the United States had to be revised ab initio within the first week 
of the negotiations, and, further, that the negotiations came to involve the 
rewriting of the proposals for an International Trade Organization, a task that 
required the despatch of a fresh delegation from London. British ratification, 
though carried out with wry faces and every expression of distaste and 
reluctance, was comme ndably expe ditious—perhaps too expeditious for 
adequate discussion of the tremendous issues involved. 

What is one to say of the seven months that then elapsed, during which the 
United States Congress first postponed consideration of the loan, then began 
its agonizingly slow consideration of the joint resolution ? Well may one echo 
the remark of Senator Barkley, the majority leader i in the Senate, who, when 
he heard another Senator during the debate refer to “ this greatest deliberative 
assembly in the world,” countered “ I would prefer to call it ‘ the most delibera- 
tive assembly in the world ’.’’ That the debates in Congress should have been 
so acrimonious, that they should have been punctuated by so many offensive 
and gratuitously insulting speeches, can have caused little surprise. The 
United States and its people would not be what they are, and Congress would 
certainly not be what it is, if they did not contain professional Anglophobes 
whose phobia inevitably takes very vocal, very audible form. There are ample 
historical and political factors to account for this fact. Nor must it be forgotten 
that many admirable and friendly speeches were made ; but by their nature 
they made far less picturesque news and were, therefore, less extensively 
reported than the fulminations of the loan haters. 
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Concern at the performance of Congress must rather be on the score of its 
damning commentary on the United States’ constitutional practice and 
Congressional procedure. There will be many other measures of external 
politico-economic character that will come before Congress in the near future. 
‘Some of them are likely to prove as important as the loan to Britain. If they 
are to be subject to the agonizing process of protracted, irrelevant, unintelligent 
consideration that beset the British loan, it bodes ill for America’s effective 
participation in world affairs. Fortunately, an attempt has been made in the 
United States by the establishment of the Federal Advisory Council, which is, 
in effect, a financial committee of the Cabinet, to earmark a large sphere of 
executive action in which the Administration will be free to act independently 
of Congress. The experiment, however, is young, and in the present process of 
disintegration of the Administration it would be rash to prophesy about its 
future development. 


The capacity of the United States constitution to adapt itself to the 
responsibilities of the greatest economic power in the world is, however, a 
problem for the future. Of more immediate concern is the fact that Congress, 
with all its faults and dilatoriness, has at last ratified the financial agreement 
without amendment, that the credit has already been drawn upon, and that all 
the commitments that flow from it have now crystallized and must be faced 
without looking back on what might have been. For good or ill, the loan marks 
an important milestone in the history of the world. It symbolizes the attempt 
to recreate in a world of international trade and exchange relationships the 
conditions of non-discrimination and freedom which are part of the Liberal 
tradition—a tradition in the formulation and practice of which Britain found 
her political and economic greatness. This attempt, made largely on American 
initiative, already has an impressive set of manifestos : the Atlantic Charter, 
the mutual aid agreements, with their famous “ Clause 7,” the Bretton W oods 
agreements, the International Trade Organization proposals, and now the 
Loan agreement. All these are, for the time being, blue prints, and it remains 
to translate them into reality. This is a task that will not appeal to the timorous 
and the weak in the present context of political chaos, of barely concealed 
international tensions, of crumbling currencies, of inherent instability even in 
the strongest economies. But it is a task that must be tackled. Now that 
the method of tackling it has been decided, Britain must, and surely will, 
play her part to the full. 


The first contribution Britain must make, not merely to live up to the 
commitments undertaken under the agreement, but to bring into being the 
world of which that agreement is a part, is to restore the full vigour and 
efficiency of its industry and commerce; as Mr. Dalton said, it is “ to use 
the loan, not as a sofa, but as a springboard.”” The loan provides a respite ; 
its ultimate success depends upon how that respite is used. When it was 
negotiated it seemed barely adequate for the purpose of tiding the British 
balance of payments over the deficit of the transition years. But the Canadian 
loan, which the U.S. credit made possible, and which was offered on identical 
terms, proved to be rather larger than had at one time been expected. This, 
together with prospects of borrowing from other countries—a prospect that was 
materially improved by the promise of free convertibility of currently earned 
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sterling—increased our borrowing powers for the transition period to a total 
fully appropriate to our needs, which have shrunk as exports have grown. 


The credit should therefore suffice for our immediate needs. But will it 
suffice to enable us to meet the commitments shouldered by the loan agree- 
ment ? In particular, the question that has to be answered is whether we shall 
be able to meet the commitment to free, within a year, the sterling newly-earned 
by other countries, giv en the added fact that many of those other countries 
will not reciprocate immediately by offering comparable convertibility of their 
own currencies. The answer depends on a variety of circumstances; some 
within, some outside, our control. Those within our control are the more 
important. In essence the answer to this question will be provided by Britain’s 
ability to create such confidence in sterling, to make it so desirable a currency, 
that other countries to whom sterling accrues will either hold it or spend it 
in this country. It is only the defeatist who will contend now that, in so far as 
sterling becomes convertible, it will, in fact, be converted into other currencies. 
Britain must prove to the world by the quality and cheapness of its products, 
and by the stability of its national finances, that sterling is a currency that 
should be spent or invested in this country. The risk of offering convertibility, 
especially when that gesture is not returned by all other countries, is undeniable. 
But the magnitude of that risk will largely be determined by ourselves. It is 
not a risk that appears very menacing at the present moment, when prices are 
rising in the United States and when movements of capital, in so far as they are 
free to take place at all, are away from the dollar. 

Of the external circumstances that will decide whether or not the conditions 
attached to the loan agreement will be realized, the first to be mentioned 
is the state of political tranquility and prosperity in the countries with which 
we trade, and particularly in Europe. In the United States there is little 
real comprehension of the economic cataclysm that has overtaken the continent 
of Europe, or of its reactions on the British economy. Yet it can be said that 
the success of the Americans in realizing their blue prints for a free, non- 
discriminatory world will depend greatly on the rapidity and effectiveness with 
which some order and prosperity can be restored in the vast areas where chaos 
and hunger now rule. 


The second external factor that must influence the success or failure of the 
great experiment must be sought in the United States itself, namely, in 
the ability with which that country tackles the problem of controlling its 
own inherent economic instability. The omens at the moment are not pro- 
pitious. But here again it would be wrong to admit defeat before the true 
test has arrived. Those who a year ago were prophesying—some with 
irresponsible relish—that the United States faced a slump and 8,000,000 
unemployed by the early months of 1946 have, fortunately, been confounded. 
The same fate is likely to overtake the Cassandras who are once again 
crying havoc at the recent abandonment of price control in the United States. 
The inherent economic instability is undoubtedly there. But, since America 
provides more than half the total industrial output of the world and takes 
more than a third of the world’s exports of raw materials, the oscillations of 
that colossus are bound to affect others unless they, like Soviet Russia, are 
able and prepared to pay the price of complete seclusion and insulation. The 
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better way—and the only one open to mercantile Britain—is to co-operate 
with the United States in studying and co-ordinating full employment policies, 
removing trade barriers and creating the international atmosphere in which 
inherent instability of the United States may be lessened and perhaps even 
banished. Those are the tasks which both countries pledged themselves to 
undertake, in conjunction with other like-minded nations, when they subscribed 
to the proposals for trade and employment at the same time as they signed the 
loan agreement last December. The Americans have yet to show that they 
will allow deeds to follow their fine words. But in this respect we have no right 
to question the sincerity and integrity of the American Administration, which 
gave expression to these ideals of commercial and employment policy, or to 
prejudge how a new Congress, yet to be elected, will react to them. Further, 
let it be said that never before has so much sound thinking and good advice 
emanated from the United States on the related problems of domestic stability 
and external economic responsibilities. Nor should it be assumed that, despite 
the apparent swing away from the New Deal, the lessons of the 1929-33 crisis 
have been forgotten. It may well be that at the first onset of recession those 
lessons, which seared themselves deep into the mind of America, will be revived 
and applied, that the persistence of any appreciable unemployment will be 
politically intolerable, whatever the political texture of Congress, and that, 
therefore, America would, in the circumstances, take more or less appropriate 
measures to pull itself out of the incipient depression. 

The financial agreement and the International Trade Organization proposals 
that must be read in conjunction with it are incomplete and in many respects 
loosely drafted. If the job that has now been started is to be carried much 
further, many gaps will have to be filled, many uncertainties clarified. 
The coming trade negotiations will provide ample opportunities of pointing 
out the gaps and of including in the code of commercial conduct condemnation 
of the sins of discrimination to which the Americans are peculiarly prone, 
but to which they will seldom plead guilty. The financial agreement is 
also loosely drawn. Many of the commitments accepted by Britain have 
escape clauses and are subject to renegotiation if circumstances change. The 
definition of import discrimination is capable of many interpretations. The 
approach of the two countries to these elastic clauses may determine whether 
in the end the agreement does more harm than good to the relations between 
them. The agreement is, in essence, a gentlemen’s agreement. If on our side 
the approach to its commitments is ‘‘ What is the least that will satisfy the 
Americans ?”’, suspicion, resentment and charges of bad faith will ensue. 
The United States, for its part, must learn to soften the doctrinaire zeal 
which is reflected in certain clauses of the financial agreement and of the trade 
and employment proposals. How much must be achieved in this direction is 
apparent from the American reaction to the proposed wheat agreement between 
Britain and Canada. But to point to these difficulties is not to condemn or 
prejudge the experiment that is now under way. The wider implications of the 
alternative, and of the bitterness that would have envenomed Anglo-American 
relations if the agreement had not been ratified, should suffice to give the 
agreement, and the programme of which it forms an integral part, the support 
of men of goodwill in both countries. 
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The Future of Exchange Control 


ITH the ratification of the Anglo-American financial agreement many 
Wes factors bearing on the future of exchange control in the United 

Kingdom begin to operate, some immediately, some with delayed action. 
These effects of the agreement on sterling exchange control derive partly from 
the provisions of the agreement itself. There are also indirect effects due to the 
fact that under the agreement Britain undertakes, in effect, to limit its rights 
to the “ transitional period ’’ concessions available under the Bretton Woods 
agreements to a period of one year from the ratification of the Loan. 

Before analyzing the implications of these various commitments for the 
future of the British exchange control machinery, it may be useful to spell out 
the relevant clauses in some detail. Under the financial agreement the U.K. 
has bound itself :— 

(a) To administer its quantitative import restrictions (the continued need for 
which is implicitly recognized) in such a manner as not to discriminate against 
imports from the U.S. (This is a commercial commitment, but, since British 
control of the expenditure of exchange on current transactions is mainly 
operated through import licenses, it has direct and important exchange control 
implications.) 

(6) Immediately to cease applying exchange control in such a manner as to 
restrict payments for any current tr: msactions between the two countries (with 
the proviso that the “ scarce currency ” clause of the International Monetary 
Fund agreement remains sacrosanct and that if, in future, it is successfully 
invoked, the appropriate restrictions upon payments or transfers for current 
transactions with the U.S. may be applied). 

(c) Within a year of U.S. ratification of the agreement, to impose no restric- 
tions on payments and transfers for current transactions with all other 
countries. 

(2) Within a year of ratification, to complete arrangements with sterling area 
countries under which the sterling receipts of these countries from current 
transactions (apart from receipts arising out of military expenditure of the U.K. 
prior to the end of 1948) will be freely available for current transactions in any 
currency area without discrimination, with the result that any discrimination 
arising from the so-called ste ‘ling area dollar pool will be entirely removed and 
that each member of the sterling area will have its current ste rling and dollar 
receipts at its free disposition for current transactions anywhere. 

(ec) To make agreements with countries (whether in the sterling area or not) 
holding abnormal war-time accumulations of sterling balances providing for 
the immediate release and convertibility for current payments of a part of 
these balances and the gradual release of the rest (apart from any scaling down 
that may be agreed upon) by instalments over a period of years beginning in 
Ig5I. 

Under the Bretton Woods agreements our commitments are largely com- 
plementary to those undertaken under the Anglo-American financial agreement. 

(a) In general terms Britain, as a member of the International Monetary 
Fund, undertakes to adhere to a code of good neighbourly exchange behaviour 
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a code which, in particular, severely limits the range within which a member 
can change the par value of its currency and ensures that on no occasion can 
a change be effected unilaterally (except for an initial 10 per cent.). 

(b) The agreement provides that no member shall engage in discriminatory 
currency arrangements or multiple currency practices. 

(c) It provides, too, that no member shall i impose restrictions on the making 
of payments and transfers for current international transactions (except under 
the ‘transitional’ provisions, which are denied to Britain after twelve 
months). 

(d) It is stipulated that members may exercise such controls as are necessary 
to regulate international capital movements. 

It should be stressed, in the first place, that the commitments Britain under- 
takes immediately and within the ensuing twelve months do not involve the 
abandonment of overall exchange control, the abolition of the present monopoly 
of exchange business held by the Bank of England (operating through the 
authorized banks), or the re-establishment of a foreign exc hange market in 
this country. On the contrary, the whole body of Defence (F inance) Regula- 
tions, on which the present exchange control system in this country is based, is 
being codified in an Exchange Control Bill which is to be presented to Parlia- 
ment next session. The bill will, as far as can be foreseen, endeavour to main- 
tain the framework of the system intact and give it a semblance of permanence 
which the present regulations, with their connotation of war emergency, do not 
possess. The Bretton Woods agreements, by specifically authorizing control 
of capital movements, envisage the maintenance of overall and permanent 
exchange control, since it is now an accepted axiom of exchange control mecha- 
nism that scrutiny of current transactions is an essential pre-requisite of effective 
control of capital transactions. Similarly, the new commitments undertaken 
by Britain do not in any way involve the dissolution of the pattern of monetary 
and payments agreements on which the country’s machinery for effecting 
external payments is built. The concept of the sterling area will remain un- 
affected by them, though the war-time arrangements relating to the working 
of the area will need some adjustments. Finally, it is evident that for some 
time to come quantitative restriction of imports will have to be maintained in 
the defence of our seriously strained balance of payments. To say that sterling 
arising from current transactions will be free and convertible is not the same 
as saying that all current transactions will be free. The one commitment we 
have made in this respect is to say that, if we allow the import of certain types of 
goods and those goods are available from the United States on commercial, 
compe titive e —— we shall not discriminate against the United States. 

These simple but fundamental facts have to be stated, if only to counter the 
extreme naivété with which the direct and indirect implications of the financial 
agreement for our exchange control machinery are often viewed in the United 
States and sometimes in this country. There is a widespread assumption in 
America that, following this agreement, exchange control will vanish from 
Britain, that our frontiers will be open to the inflow of any goods U.S. exporters 
are prepared to send us and th it the sterling area, which in American eyes often 
has a sinister connotation, will dissolve. The sooner these misconceptions are 
removed, the better. If they are allowed to persist, the outcome can only be 
resentment, friction and suspicion when the dreams of the innocents and of the 
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would-be unrestricted exporters to the U.K. are found to be shattered by the 
realities of the post-loan world. 

It is evident that exchange control will remain, that there is no early pros- 
pect of the restoration of a free exchange market in London and that, therefore, 
the mechanism by which we at present conduct our exchange relations with the 
non-sterling world will, with certain adaptations, be maintained. The general 
character and objectives of these adaptations suggest themselves from the 
commitments noted above. They must endeavour to increase the degree to 
which the sterling in the hands of non-residents is made freely available for 
settling debts in all other countries and, furthermore, they must distinguish 
between accumulations of sterling prior to July 15, 1947 (plus sterling resulting 
from military expenditure in overseas countries up to the end of 1948), which 
may remain non-convertible, and new accumulations of sterling arising from 
current transactions, which must be made available to meet expenditure in 
any part of the world. 

The problem of readjustment of our control machinery falls into two parts : 
the first concerns our relations with non-sterling countries and the second 
those with the sterling area. As regards the first, it is clear that the structure 
of monetary and payments agreements built up by Britain over the years of 
war must continue to be the basis of our economic intercourse with the non- 
sterling countries. There is no foreign exchange market here where foreign 
currencies accruing to British exporters can be sold. That currency income 
must, for some time to come, continue to accrue ultimately to the Exchange 
Equalization Account and the E.E.A. cannot load itself with unlimited amounts 
of other currencies whose value may be uncertain. Therefore, the extent of our 
holdings of other currencies under monetary agreements or, in the case of 
payments agreements, the extent to which we allow other countries to over- 
draw their sterling accounts in London, must be controlled by agreements. 
There is no reason whatsoever why these agreements should endeavour to 
ensure even approximate bilateral equilibrium in the direct trade between 
Britain and the several countries concerned. Good progress has already been 
made in making sterling, standing to the credit of one non-sterling country, 
available to meet expenditure in another such country. The aim must be to 
extend this multilateral character of sterling arising from payments and mone- 
tary agreements. 

Within one year, however, this multilateral availability of sterling will have 
to be complete. Under the joint compulsion of the Anglo-American financial 
agreement and of the articles of agreement of the International Monetary Fund, 
Britain will be precluded from applying any restrictions upon the convertibility 
of sterling arising from current transactions. This will involve re-negotiation of 
the monetary and payments agreements, with a view to segregating current 
from accumulated sterling and settling on what terms the accumulated balance, 
if any, will be liberated. 

The most likely type of solution would be one in which accumulated sterling 
held by non-sterling countries would be funded and repaid in instalments that 
would immediately enjoy the same rights of free availability as those held by 
current accruals of sterling. There might even be some provision for accelera- 
ted repayments of these funded balances, in order to finance capital construc- 
tion undertaken by Britain in the countries concerned. The pattern of these 
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arrangements cannot be stereotyped, but the problem of segregating accumu- 
lated from accruing sterling should not prove of great difficulty in the case of 
non-sterling countries. The largest accumulations in this category are those of 
Argentina and Portugal. In the case of Argentina, the accumulated sterling 
may, in large part, be used to help repatriate the British-owned railway under- 
takings. And the Portuguese problem has been solved on terms that remain 
unpublished. Other non-sterling countries are small holders of accumulated 
sterling and it may well be found that in their case the problem of funding does 
not arise. Looking somewhat ahead, it is possible to conceive of the whole of 
British exchange relations with the non-sterling world being free and unre- 
stricted, though canalized through the machinery of payments and monetary 
agreements. Barring the special funding agreements that may be made with 
two or three non-sterling countries holding abnormal sterling balances, all 
sterling held by non-sterling countries should in a measurable period be free 
whether its genesis was to be found in current or in capital transactions. It is 
highly desirable that this should be the position if sterling is to hold its place as 
an international currency. This freedom should be compatible both with the 
retention of exchange control in its modified form and with the maintenance of 
considerable restrictions on the use of sterling held by residents of the U.K., 
or by those of other sterling countries in which exchange restrictions will be 
continued for some time to come. 

Che other part of the problem concerns the relations of the U.K. with the 
sterling area. Attempts will obviously have to be made to maintain the fence of 
exchange comtecs around the sterling area asa whole. The need for continuing 
such control and for retaining the existing homogeneity of the controls operated 
in the various parts of the sterling area should not be difficult to ple ad. Whether 
it will be pleaded with complete success remains to be seen. It is questionable 
how far India, for example, will be prepared to remain a member of the mone- 
tary family once she gains her complete political independence. But more 
powerful than any arguments will be the facts of lite with which the members of 
the sterling area will be faced. They wiil hold abundant sterling resources 
which they will be free to use. Hard currencies will, for some time to come, 
remain sufiiciently scarce to require some restriction on convertibility of the 
currencies of all members of the sterling area. Apart from their av ailability 
within the sterling area, these sterling resources are even now convertible 
into dollars and other hard currencies for purposes approved by the local 
controls. India, for example, is now using more dollars from the pool than 
she is contributing. This is another compelling argument in favour of continu- 
ing some form of co-ordinated control. 

Where the existing set up will have to be changed will be in the negotiation 
of settlements on the abnormal accumulated balances belonging to the sterling 
area countries, and in the commitments Britain has undertaken to make the 
current earnings of the sterling area freely convertible within the next twelve 
months, 7.e., to remove ‘‘ any discrimination arising from the so-called sterling 
area dollar pool”. The Anglo-American financial agreement specifies (rather 
unwisely it would seem) certain lines of approach to the problem of these sterl- 
ing balances which had, no doubt, been studied in London before the British 
financial delegation left for Washington last September. Though the agree- 
ment with the United States does not commit Britain to any specific and 
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certainly not to any quantified agreement with the many sterling area countries 
that have accumulated abnormal sterling balances during the war, it lays down 
the broad principle that Britain will endeavour to get part of the debt repre- 
sented by these balances cancelled, to fund a substantial proportion of the rest 
and repay it over a period beginning not earlier than 1951 (each instalment 
being freely convertible) and to liberate the remainder. The total of these 
balances, as the Chancellor stated recently, was £3,500 million on March 31 
last, including both sterling and non-sterling countries. In the years im- 
mediately preceding the war the short term assets held by other countries in 
London varied between £500 million and {£750 million. At least that amount 
will shortly have to be made available for the working needs of the countries 
concerned, mainly sterling area countries. 
The arrangements that will have to be made about the remainder—partly 
|y funding, partly, if possible, by way of cancellation—will tax the ingenuity 
id realism of all the parties concerned. The task will be complicated by the 
vide variety of circumstances that led to each accumul ition and also by the 
differences that exist in the distribution of the balances. It will, for ex :mple, 
be extremely difficult to tackle the problem satisfactorily in the « case of Eire, 
whose balances, though large, are for the most part held in thousands of 
private accounts. The attempt must, however, be made in good faith, not 
merely because the terms of the Anglo-American agreement demand that it be 

made, but because settlements on these lines are demanded by equicy and the 
true interests of all parties. But where the settlements are likely to be dragged 
into the ambit of wider political issues, as will obviously happen in India, the 
largest of the creditors, and some other countries, the search for the ideal 
solution will prove arduous in the extreme. Whatever doubts may be enter- 
tained about the chances of success in ~ se funding and cance llation arrange- 
ments, there is one — ment that merges clearly from the American 
agreement ; it is the undertaking on Britain’s part to make free and convertible 
the current earnings of the she oo area within twelve months of the ratification 
of the agreement, and, therefore, to abandon the principles of pooling the hard 
currency resources of the area. 

While this approach to the free convertibility of current sterling is being 
made, it is to be hoped that further progress will be made in liberalizing the 
n.sepontey: of exchange control in Britain. In this respect the Bank of England 
and the Treasury officials who have built up and operated exchange control 
have little to learn. Of all the control mechanisms set up during the war, this 
is the last against which the accusation of controlling for the sake of control 
can be made. The machinery has been gradually adapted to the needs of a 

reat mercantile community until it functions with astonishing smoothness and 
rapidity. The secret of its success is to be found in the principle of delegation 
first by the Bank of England to the authorized dealers, then to the bankers 
and merchants actually using exchange in the course of their business. The 
system of open licenses has been tried and found highly successful in combining 
the principles « f effective control with the freedom of the entrepreneur. This 
system is capable of further extension until a point is reached at which the 
bona fide trader will virtually be unaware of the trammels of exchange control. 
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The Canadian Dollar 


URRENCY revaluation in an upward direction is so rare an event in 

monetary history that it has come to be regarded almost as an offence 

against the laws of Nature. For it to happen at all, rather unusual cir- 
cumstances must be present. The writing-up of the gold value of the Canadian 
dollar occurred just a week before—and that of the Swedish krona on the very 
eve of—the ratification of the Anglo-American Loan by Congress. It is per- 
haps not very surprising, therefore, that some commentators, seeking the 
unusual in the economic background, should have fastened upon the imminence 
of the Loan, pointing out that its ratification would launch the world decisively 
upon the internationalism of Bretton Woods and thereby limit the rights of 
nations unilaterally to alter the values of their currencies. Canada and Sweden, 
it was implied, were in effect stealing a march upon other nations by getting 
their unilateral revaluations over before the new system started. This is too 
facile reasoning. Even in theory, it would be tenable only if any prior revalua- 
tion did not count, so to speak, for Bretton Woods purposes, and that is not 





really true. 

Yet there is, indeed, a link between these revaluations and Bretton Woods. 
The fact that writing-up was seen to be necessary, and, even more so, the fact 
that the Governments affected had the courage to take such a step, are indica- 
tive of the basic contrast between the “ new’”’ economics and the “ old.” 
The problem itself was not new—it was the old, familiar problem of the clash 
between the interests of internal and external stability. The difference lies in 
the manner in which a solution has been sought. Under any international 
monetary system which has operated in the past, the nations when confronted 
with the familiar conflict of interest, were expected to prefer international 
stabilit y—that is, to maintain the gold values of their currencies—and to seek 
restoration of equilibrium by a movement of internal prices. In fact, when the 
necessary movement of internal prices was downwards, very few nations could 
or would for long withstand the resultant deflationary strain upon their 
economies ; in the end, they always allowed the external (7.e., exchange) value 
of their currencies to fall, and the international system was then regarded as 
having broken down. But when the necessary movement of internal prices was 
upwards, it was easy for the nations to act as the international system de- 
manded. They maintained the exchange value of their currencies, and allowed 
domestic prices to rise, more or less; for, in the short run, such a rise was 
generally regarded as beneficial, and few Governments were then able to see the 
long run dangers. Hence the infrequency of upward revisions of gold parities. 

Under the international system of the future—the Bretton Woods system— 
the approach is very different. Since the breakdown of the gold standard, 
political, social and economic forces have all combined to demonstrate to 
Governments the paramountcy of internal stability. And, for the first time, an 
attempt is to be made to work an international monetary system which will 
allow its members, when the familiar clash of interest arises, to choose internal 
stability—to correct a disequilibrium, not by imposing deflationary or infla- 
tionary pressures upon their domestic price level, but by writing-down or 
writing-up the international exchange value of their money. If the underlying 
principles are faithfully observed, upward revaluations of currency are likely to 
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be much less rare phenomena in the future, for most Governments now well 
understand that to prevent slumps it is necessary also to prevent booms. 

Canada’s revaluation, so far from being an attempt to get one move ahead, 
is precisely in line with the new philosophy, with the true spirit of Bretton 
Woods. It was an adjustment which the International Fund would have been 
bound to approve (had its approval been required) as one necessary to correct a 
‘fundamental disequilibrium’’. Of all the belligerent nations, Canada during 
the war has succeeded best in keeping her financial situation under control, 
despite the huge extent of her war effort and sacrifices. Her cost of living 
index has risen since 1939 by only 20 per cent., compared with rises of 31 per 
cent. and 33 per cent. in Britain and the United States respectively. In the 
movements of many key commodity prices the disparity in Canada’s favour has 
been even more marked. By the spring of this year—that is, before the Ameri- 
can price level began to show signs of really getting out of hand—Canadian raw 
material prices, compared with pre-war, had risen by 15 per cent. less than the 
American and those of farm products by nearly 20 per cent. less—a difference 
strikingly demonstrated during the negotiations for the British bulk purchase 
agreement for Canadian wheat, when the Canadians were quoting $ (Can.) 
1.55 in contrast with an American price of fully $ (U.S.) 2 per bushel. 

At the outbreak of war, when sterling was allowed to depreciate against the 
U.S. dollar by nearly 14 per cent., Canada made a similar but less drastic change, 
for reasons which will shortly emerge. The Canadian dollar, formerly virtually 
at par in New York, was depreciated by roughly g per cent., producing the 
sterling quotation of $4.45 (middle) which was maintained throughout the war. 
Thus the disparity between the movements of Canadian and American prices, 
compared with the pre-war position, was even greater than the relative move- 
ments of the indices reveal—for the Canadian indices were necessarily expressed 
in depreciated Canadian dollars. In such a case as this, jobbing backwards is 
particularly dangerous. It would certainly be wrong, on this price evidence 
alone, to conclude that the 1939 depreciation was unnecessary. But the fact 
remains that for some time past the Canadian dollar has been undervalued in 
New York—and by more than the amount of its 1939 depreciation. 

The higher American price level had, therefore, become a steadily increasing 
threat to the stability of Canada’s internal economy—a stability achieved at 
great cost in terms of administrative planning and public restraint and disci- 
pline, and one in which the authorities take a justifiable pride. The fiscal 
devices adopted to buttress cost-of-living stabilization have been similar to 
those employed in Britain, including the use of subsidies. But even before the 
end of the war in Europe, the burden of subsidization was becoming onerous. 
Over a wide range of goods, it was impossible for Canadian importers to pay the 
prices asked in America and yet sell at a profit at the maximum internal prices 
fixed by the Canadian control. In addition, there was an increasing danger that 
the magnet of the higher prices which Canadian producers could obtain in the 
United States would draw supplies away from the home market— and the risk 
was greatest in precisely those goods, the goods in really short supply, which 
were most needed at home. 

The only immediate palliatives for this situation were higher prices or 
subsidies. Canada chose the subsidies, in the interests of domestic price 
stability. This course was both reasonable and practicable when sheer physical 
shortages closely restricted the range of goods which could be obtained at any 
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price, for this restriction both kept down the cost of the subsidies and facilitated 
the task of price control. It was not, however, a policy which could hope to 
solve the problem in the more expansive conditions of the post-war transition. 
Without a more potent and more generally applicable defence against the pull 
of high American prices, Canada would have faced an impossible bill for sub- 
sidies, and even so would not have preserved her cherished price-stability. 
Control, at its best, may cope with severe pressure over a limited range or with 
moderate pressure over a wide range, but is almost bound to break down under 
severe pressure over a wide range—and that is the kind of pressure which 
confronted Canada. 

By restoring the Canadian dollar to parity with the American—thereby 
reducing the internal gold price from $ (Can.) 38.50 to $ (Can.) 35 per fine 
ounce, and the sterling rate from $4.44 to $4.03—Canada, in effect, maintains 
her price level unchanged so far as everybody in Canada is concerned, but 
writes it up by 10 per cent. so far as everybody else is concerned (e verybody, 
that is, except the Swedes). Against this background, the change is seen to 
be necessary and logical. Yet the announcement took the markets unawares, 
not because they had failed to realize the basic justification for it, but 
precisely because this justification had been apparent for many months with- 
out, in fact, provoking a change. Rumours of impending revaluation had, 
indeed, become particularly circumstantial just over twelve months ago, to the 
accompaniment of a large flow of American capital to Canada and extensive 
international arbitrage dealings in Canadian securities. Many people thus 
stood to profit from a rise in the Canadian dollar, and there were grounds for 
thinking that the rumours had then been spread by interested parties. Whether 
that was so or not, Mr. Ilsley, the Finance Minister, deemed it wise to issue a 
categorical denial. It was much more effective than denials usually are on 
such occasions. Bearing in mind the rarity of upward revaluations, and 
considering, too, various other ingredients in Canada’s exchange problem on the 
longer view, financial circles took Mr. Ilsley at his word. 

Hence their surprise when, three weeks ago, he changed his mind. There is 
reason to believe that he did so suddenly. But the new factor which altered the 
balance of expediency also arose suddenly. Without doubt, it was President 
Truman's veto of the Bill to extend the powers of America’s price control, which 
had plunged American markets into a nine days wonder of free prices, produced 
some spectacular rises, much talk about the inevitableness of a stampede into 
uncontrolled inflation, and—especially important for Canada—the prospect, 
in any case, of an accelerated flow of funds northwards across the border. It 
was this factor which turned moderate but increasing pressure over a wide 
range into the prospect of severe pressure over the whole range. Canada was 
evidently prepared to rely upon existing defences so long as the head of water 
in the American pool was only moderately higher than her own. But if America 
was about to face a tidal wave of inflation, Canada was determined to close her 
sluice-gates without delay. 

But although, on this analysis, the causes of Canada’s action seem plain 
enough, it is desirable to look rather more closely at the essentials of her 
exchange problem—to enquire, in particular, why she took so long to decide 
upon a step which, to all who are well-schooled in the new economics (as 
Canada’s authorities certainly are), seemed obviously expedient. It is, more- 
over, an especially appropriate enquiry at this moment, for Canada’s exchange 
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situation illustrates more plainly than most the workings of a multilateral 
system of world trade—and the need, for Canada at least, of a structure such 
as Bretton Woods now seeks to create. 

By fortunate coincidence, such an enquiry is facilitated by a masterly 
survey by Canada’s Foreign Exchange Control Board of its operations through- 
out the war period—a survey made in a report to the Minister of Finance in 
March last, and recently available in London. This shows plainly how Canada’s 
exchange situation is dominated by three distinctive features—(1) the insta- 
bility of the balance of payments from year to year ; (2) the peculiar geogra- 
phical structure of the balance, which relied norm ully upon a large credit on 
trade with the United Kingdom with which to offset a large debit on trade with 
the United States; and (3) Canada’s status as a “ mature”’ international 
debtor, especially to American investors. 

The basic instability is readily explicable. The bulk of Canada’s exports 
are staple primary products which are subject to wide price fluctuations on the 
world market. On the other hand, she depends upon imports for an important 
part of her supply of consumers goods, especially luxury goods ; components 
and certain basic materials for her own manufactures; and much capital 
equipment. The demand for imports, therefore, turns mainly upon the level of 


TABLE I 
CANADA’S BALANCE OF PAYMENTS ON CURRENT ACCOUNT, 1926-39 


(Annual averages in millions of dollars) 


Net All Newly lotal 

Exports Imports trade othe: mined Current 

balance items rold Account 
192¢ S . “e 1,275 -1,050 195 200 35 30 
1920-31 " - Od5 940 55 205 $5 275 
1932-34 5600 415 145 15 ) 10 
1935-37 905 640 265 20 35 — 
1938 575 650 105 55 175 IIs 


domestic prosperity, which by no means necessarily moves in step with world 
primary prices. Changes in — do not coincide in point of time or mag- 
nitude with those in imports, and the result is a tendency to rapid and large 

fluctuations in the trade balance. In the six years 1926-31, for example, a net 
trade surplus of $590 millions in the first three years gave place to a net trade 
deficit of $165 millions in the second three. On the other hand, during the 
ensuing triennium, in the trough of the prolonged depression, there was time, 
so to speak, for the domestic spending power to catch up wi export income 
after its headlong fall in 1931; in these three years, 1932-34, imports were 
reduced almost as drastically as exports and the trade account was virtually 
balanced at a very low level. These pre-war trends emerge very clearly from 
the figures in Table I, which shows annual averages for the current account 
balance as a whole, invisible items being grouped under a single heading. 

The geographical distribution of debits and credits in ¢ ‘anada’ s balance of 
payments has undergone important changes in the past twenty years. The 
one consistent feature has been the regular heavy deficit on the current account 
with the United States, due partly to the heavy reliance upon American in- 
dustry for consumers goods and other manufactures, and partly to interest and 
amortization on America’s past lendings. In 1926-28, the average net dollar 


deficit on current account was $275 millions, but three-quarters of this was 
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made good by a surplus on trade with continental Europe, principally on 
account of heavy purchases of Canadian wheat and flour. But in the early 
thirties, with the advent of extreme economic nationalism and Hitler autarchy, 
these exports to the Continent were drastically curtailed. By the middle 
thirties, however, increased exports of lumber products and minerals to the 
United Kingdom had more than made good the shrinkage in the Continental 
wheat demand. A large surplus on trade with the United Kingdom took the 
place of the surplus on Continental trade, and surplus sterling, instead of surplus 
Continental currencies, was regularly sold for dollars in order to meet the bill 


TABLE II 
CanaDa’s NET CurRENtT Account BALANCES witH U.S5.A., Ecr and U.K., 1926-39 
(Annual averages in millions of dollars) 
U.S.A U.S.A. 

(excluding ncluding Continental U.K. 

gold) yold) Europe 
10 275 205 5 
19 aa ne we a A , 375 330 65 —85 
1932-34 ee es ‘ “a " .- 210 120 40 20 
1035-37 a or ar - i a 170 ; 35 105 
1930-3¢ e- ee oe oe ee ee 395 130 20 130 


due to the Unite d States. In the four years before the war, the sterling surplus 
more than sufficed for the purpose, thanks to the reduction of dollar indebted- 
ness by sales of rapidly expanding domestic gold output. These changing 
relationships are brought out by Table II, which sets out the net current account 
balances (including invisible as well as visible items) with the three areas. It 
should be noted that the sum of the items under these heads does not make up 
the whole current account balance, though it is the preponderant part. 

The third characteristic feature, Canada’s debtor status as it was on the 
eve of the war, is sufficiently portrayed in Table til. Ail that need be added is 
that before the war of 1914-18 Canada borrowed mainly in the London market 
but afterwards mainly in New York ; that by the mid-twenties she had attained 
‘mature "’ debtor status, with a modest current account surplus which resulted 
in small accumulations of external assets to offset external liabilities ; and 
that in the late thirties the current surplus, thanks to the rising gold output, 
had grown to the point at which net external debt was being rapidly reduced. 

These three features of C: a 1’s position clearly demonstrate the need for 
the imposition of exchange control immediately upon the outbreak of war. In 
view of her dependence upon ‘the American market, it was impossible for her to 
join the sterling area and the dollar pool ; she needed her whole U.S. dollar 
income to meet her own U.S. dollar b il. Whether or not her own purchases in 
America expanded (as they were all too likely to do), there was a probability 
that America, still a neutral country, would want to withdraw funds invested 
in belligerent Canada. The dollar liabilities were likely to increase, but there 
seemed no prospect of an appreciably larger dollar income. Though Canada’s 
surplus in her dealings with the sterling area was destined to expand enor- 
mously, sterling had become inconvertible, and the spate of exports to Britain, 
so far from bringing in U.S. dollars on balance, actually had the opposite effect, 
since U.S. dollars had to be spent for American components and materials 
included in the Canadian exports. The most careful husbandry, which an 
effective exchange control could alone ensure, was needed if a breakdown on the 
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U.S. dollar account was to be avoided. That it was avoided, in the middle 
phase of the war, was, indeed, largely due to the flexibility of the financial 
policy of the U nited States, in making Lend-Lease available for the U.S. dollar 
portion of Canada’s outlays on her exports of war material, and in providing 
dollars in various other ways. After Pearl Harbour, however, the position was 
progressively transformed. Increasing integration of American and Canadian 
war production, and American expenditure on the Alaskan highway, among 
other works projects, produced a large dollar income for Canada; and her 
reserves were later further augmented by an increasing influx of private 
American capital. 

Meanwhile, Canada was making a huge contribution to Britain’s exchange 
problem. Gross expenditure of the sterling area in Canada, up to end- 
1945, totalled nearly $ (Can.) 11 billions, of which rather more than one billion 
was financed by Canadian repatriation of securities ; nearly 4 billions by Cana- 
dian Government loans, the * ‘free gift,” and mutual aid; and more than 2} 
billions by Canada’s payments for the maintenance and equipment, etc., of her 
forces overseas and by the spendings of the troops themselves. 

Despite these vast outlays, Canada’s liquid reserves, in gold and U.S. 
ag irs, steadily expanded from the low point of $ (U.S.) 174 millions, touched 

n January, 1942. By end-1945 they had reached $ (U.S.) 1,508 millions, in 
pot with $393 millions at the outbreak of war. It was this spectacular 
growth which first directed attention to the possibility of an upward revalua- 
tion of the Canadian dollar. To the public, the rapid rise in gold holdings 
implied that the situation had not developed as had been feared, that the 
initial depreciation of the Canadian dollar had been shown to be unnecessary, 
and that Canada’s exchange position had been transformed by her war-time 


rABLE ili 
FOREIGN INVESTMENT IN CANADA, 1039 
Millions of dollars) 
: All other 
U.S.A. U.K. countries Total 
Government securities .. . oe + 1,241 48 - 1,072 
Public utilities .. mis oi 1,059 1,340 95 2,494 
Industrial and commercial e 1,604 377 51 2,032 
Financial institutions .. ; me 201 221 51 473 
Miscellaneous assets - ‘ ‘ ~ 85 120 50 255 
4,500 2,400 Oo 0,920 


industrialization. But the public did not at first know that these increased 
reserves were fully offset by increased U.S. dollar liabilities or reductions in 
Canada’s other external assets. Of the $1,115 millions increase in gold reserves 
over the period, $368 millions is balanced by liquidations of securities, $484 
millions represents increased American holdings of Canadian securities, and 
$230 millions is earmarked against undistributed profits of American concerns 
from their trading in the Dominion. The final balance shows only a trivial 
net gain, a mere $12 millions. 

here is no reason to suppose, therefore, that the position will prove to have 
been fundamentally changed by the war. Some part of the increase in liabili- 
ties may, no doubt, be regarded as permanent investment in Canada, and to 
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that extent the corresponding expansion of the gold holding is an addition to 
free reserves; but, equally, there will be a proportionate addition to the 
U.S. dollar interest bill. More important is the fact that, despite her rapid 
industrialization, Canada must still count upon the United States for a large 
volume of vital supplies, while the bulk of her income, as before the war, will 
still come from sales of primary products against payment in sterling. Moreover, 
the war has, in effect, led her to exchange sterling liabilities for U.S. dollar 
liabilities. Hence her vital interest in multilateralism and, in particular, in 
sterling convertibility. 

While the geographical structure of Canada’s balance of payments has not 
been significantly changed, neither—on present prospects—-has its chronic 
tendency to wide fluctuations. Canada is batting on a good wicket for exports 
now, but she well knows that the aftermath of famine may be over-production, 
and that wheat prices in the fifties may look very different from those of the 
hungry forties. There is, moreover, another source of worry. Canada, like 
Britain, is determined to maintain full employment, and be lieves that she can 
do so. In thi * past, a slump in primary produce, though it did not simulta- 
neously reduce domestic purchasing power, had this effect eventually, so that 
losses of e xport income were at least partially balanced, after a time-lag, by 
reduced imports. But if in future any reduction in domestic income generated 
by exports is to be offset by a corresponding stimulation of domestic investment 
in the interests of employment-smoothing, there will be no such automatic 
corrective of an external deficit. Canada will have to maintain her U.S. dollar 
expenditure through the bad export years as well as the good. The problem is 
an intractable one--even if tolerable stability could be expected of the U.S. 
economy, any fluctuations in which must have profound repercussions upon 
Canada 

For these many reasons, Canada was wise not to rush into upward revalua- 
tion of her currency, but was wise, too, in acting promptly when the American 
balloon seemed about to ascend. America, in one sense, can afford an infla- 
tionary boom because she can the more readily afford a slump. But Canada 
knows that she cannot afford either. Her latest step is an obvious anti-boom 
device which, given the intervening rise in American prices, hardly suffices to 
restore the position to that which existed when Mr. Ilsley gave his denial 
twelve months ago 

Paradoxically, that denial still aftords a more reliable guide to future 
policy than deductions made from the fact that he has now had io eat his 
words. If American prices should soar in the next twelve months, further 
insulation measures may be needed in Canada—and in many other countries 
too. But it would be foolish to confuse U.S. dollar depreciation—which is 
really what is happening now—with Canadian dollar appreciation, or to assume 
that Canada’s dollar, having once appreciated, can henceforth move only one 
way. If so huge an economy as America’s shows marked instability, it behoves 
other partners in the new internationalism to be prepared for rapid adjustments, 
in either direction. And if the need for them arises, it is greatly to be hoped that 
the Bretton Woods mechanism will work with sufficient flexibility to make 
them possible. Otherwise this trial marriage of domestic stability with the 
principles of internationalism will scarcely outlast the honeymoon. 
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Economics of the “Indian Union” 
By Sir Theodore Gregory 


HE professional economist, surveying what has by now become the not 
"T scomsidecabie volume of official literature centring round the proposals of 
the Cabinet Mission to India (Command Papers 6821, 6829 and 6835 of 
1946), must inevitably be struck by the relative insignificance attaching therein 
to the economic aspects of the problem. The Cabinet Mission itself proposed 
that ‘“‘ There should be a Union of India, embracing both British India and 
the States, which should deal with the following subjects: foreign affairs, 
defence and communications ; and should have the powers necessary to raise 
the finances required for the above subjects. All subjects other than the 
Union subjects and all residuary powers should rest in the provinces. . . . It 
will be necessary to negotiate a treaty between the Union Constituent Assembly 
and the United Kingdom to provide for certain matters arising out of the 
transfer of power.”” (Paras. 15 and 22 of the “‘ Statement by the Cabinet Mission 
and H.E. the Viceroy ’’). It is true that in discussing the necessity for an interim 
Government commanding popular support, and in amplification of the above, 
the Statement refers to the “‘ grave danger of famine to be countered, there are 
decisions to be taken in many matters of post-war development . . . and there 
are important international conferences in which India has to be represented.” 
But the general impression that economic issues have been subordinated to 
political issues remains unaffected, so far as the Cabinet Statement is concerned. 
So far as the two major parties themselves are concerned, whilst the Muslim 
League obje cts to the proposed Union being given any tax powers, even as 
regards Union subjects, the Congress Party had, in its letter to Lord Pethick- 
Lawrence, dated May 9, 1946, laid it down that “ it should be clearly stated 
that the Federal Union must have power to raise revenue in its own right. 
Further that currency and customs must in any event be included in the Union 
subjects, as well as such other subjects as, on closer sc rutiny, may be found to 
be intimately allied to them. One other subject is an essential and inevitable 
Union subject and that is Planning. Planning can only be done effectively at 
the Centre, though the Provinces or units will give effect to it in their respective 
areas.’’ But even Congress almost a month later, in the resolution of the 
Working Committee of May 24, defined the objectives they aim at as being 
“independence for India, a strong, though limited, central authority, full 
autonomy for the Provinces, the establishment of a democratic structure in 
the Centre and in the units, the guarantee of the fundamental rights of each 
individual so that he may have full and equal opportunities of growth, and 
further that each community should have opportunity to live the life of its 
choice within the larger framework ’”’ (Cmd. 6835, p. 9). The emphasis here, 
it will be obvious, is political, rather than economic, though it is quite true that 
‘strong central authority’ might easily claim the specific powers set out 
in the letter of May 9. 
I 


The apparent subordination of economic to political issues can be justified, 
from the short run point of view, on two grounds. In the first place, it conforms 
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to the historical pattern : the liberal philosophy upon which, in the last resort, 
the case for the emancipation of India and all other “‘ dependent ”’ countries 
has been based (‘‘ good government is no substitute for self-government ’’) 
itself grew to maturity in an age in which economic considerations were not 
regarded as of the first importance, but this philosophy has continued to colour 
the mind of India in spite of vast changes in the environment. Moreover it has 
been, and is, unconsciously and consciously assumed that once the political 
problems have been got out of the way, economic problems will, in some way or 
another, either settle themselves or be capable of settlement without friction. 
Secondly, and more importantly perhaps, the subordination in the Cabinet 
Mission’s statement of the economic to the political is probably the result of a 
deliberate weighing of the issues: given the necessity of preserving the unity 
of India to the maximum possible extent on the one hand, and given the 
necessity of appeasing Muslim opinion on the other hand, what are the very 
least powers which can be conferred in the Centre without destroying the very 
idea of the Centre itself 2? The implicit assumption here is again that if a choice 
has to be made, better satisfy the political, than the economic, necessities of 
the hour. 

Given the prevailing state of political opinion in India—and there is no 
difference in this respect between any of the major communities—amy solution 
is, no doubt, better than none at all—especially as it is most unlikely that the 
Con stitution, as it finally emerges, will be a slavish copy of any pre -pre scribed 
model: moreover, the Cabinet Mission has itself laid it down that ‘‘ when the 
Constituent Assembly is formed and working on this basis there is no intention 
of interfering with its discretion or questioning its decisions. When the Con- 
stituent Assembly has completed its labours, His Majesty’s Government will 
recommend to Parliament such action as may be necessary for the cession of 
sovereignty to the Indian people, subject only ‘ to the conclusion of a Treaty 
with the British Government and the adequate protection of Minorities ’.” 
(Statement of May 25, para. 4). Nevertheless, the economic problem remains. 
Man does not live by bread alone, but a country with such vast economic prob- 
lems to be solved as those which confront India cannot, in reality, afford “ 
luxury of a constitution which does not square with the economic facts, « 
which, if implemented, will prevent urgently needed reforms from being 
effectively carried out. Those familiar with the working of the Government of 
India Act of 1935—the basis of the present administrative system—are aware 
of the difficulties which it has created, e.g., in the field of direct taxation. Since 
that Act was passed the war has greatly accentuated the pace of social change in 
India and has intensified the urgency of reform : it is not too much to say that 
since all political parties in the United Kingdom are now committed to the 
principle of complet te Indian self-government (whether within or without the 
Commonwealth is of minor significance in this connexion) the efforts of Indian 
reformers should, in the first instance, be directed towards framing a constitu- 
tion which will not hamper reform. From ¢his point of view, it is necessary to 
say, quite frankly, the division of India—though it would make the defence 
problem much more difficult and might also create very great difficulties as 
regards the distribution of the proceeds of taxation (e.g., in regard to the 
industrial area round the great port of Calcutta)—might prove preferable to a 
unitary solution which did not give adequate powers to the Centre. The 
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economic aspects of the Pakistan problem have been very inadequately sur- 
veyed, and no attempt will be made to sum up the matter here. But it is surely 
clear that it might, on balance, be better to have two centres with adequate 
powers than one nominal centre with no real authority to enforce its will or to 
carry out the reforms which are required. 


II 


Rational discussion of what the framework of government in India should 
be requires answers to three preliminary questions. Firstly, to what extent is 
India an economic unity to-day ? Secondly, what are the dynamic factors at 
present at work? Thirdly, what are the urgent requirements of India in the 
economic field ? 

India is not a unity in the sense that economic or social conditions are 
uniform in every part of the sub-Continent. There are profound differences in 
|, aguage, in natural resources, in the productivity of the soil and the systems 
o' land tenure and in per capita income, as well as in population-pressure. 
laken as a whole, British India is in advance of “ Indian India ” (?7.e., the 
States) economically and administratively, and economic power is greater in 
the north than in the south (in this respect there are striking resemblances with 
the United States). But it is true that for nearly a century there has been a 
common Customs system, a common code of law, considerable movement of 
population in response to changing economic opportunity, a common currency, 
and, what is perhaps the crux of the matter, an integrated market, based upon 
an integrated transport system and permitting a considerable degree of speciali- 
zation in industry and even in agriculture (witness, for instance, the concentra- 
tion of sugar production in the United Provinces and Behar). The net effect 
has been that in spite of population pressure, great poverty and a relatively low 
rate of capital accumulation, India is probably a century ahead of any other 
omy on the Asiatic mainland. 

In recent times, however, the process of integration has been, if not impeded 
on balance, at any rate affected by a growing provincial nationalism, itself 
evidence, of course, of growing political consciousness, but the product, in 
part at least, of constitutional arrangements. The distribution of industries is 
no longer entirely governed by the net economic advantages offered by different 
localities subject to a uniform system of labour legislation or taxation; in 
fact, differences in taxation and in the obligations imposed by the Labour Code 
have greatly altered the relative attractiveness of different localities—this 
applies particularly to the Indian States: indeed, one of the unforeseen con- 
sequences of the war has been an acceleration of the movement of industry to 
the Indian States. This has not been without its advantages, considering the 
relatively backward condition of Indian India, but it has also had serious dis- 
advantages, e.g., from the standpoint of the Treasury. It is becoming increas- 
ingly difficult ‘for a non-provincial to obtain employment under government 
in another Province and it is equally becoming more and more obvious that 
Provincial Governments are trying to attract industries, or to create new 
industries, in their respective Provinces, without due consideration being 
paid to the Indian position as a whole. These tendencies would obviously be 
strengthened if the Union Centre were to bea very weak one ; even as things 
are, to repeat, centrifugal forces are strong and have been gaining in strength, 
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nor are they likely to be weakened as a conse quence of the cessation of the war. 
The decline of expenditure will result, and is already resulting, in a serious 
problem of local unemployment and the temptation to solve the local problem 
even at the expense of accentuating problems elsewhere, will be correspondingly 
great. 

The repercussions of the war upon Provincial nationalism, though by no 
means insignificant, are not the most important results of the upheaval, which 
has affected India much more profoundly than did the war of 1914-18. The 
war has undoubtedly had the effect of greatly increasing the maldistribution of 
wealth in India: great fortunes have been piled up, in spite of a high level of 
taxation, by a re lative ‘ly small section of the community, whilst the middle- 
class have been badly hit, in spite of more favourable opportunities of employ- 
ment. The higher prices of foodstuffs and of raw materials undoubtedly helped 
in reducing the burden of indebtedness resting upon the cultivator——a gain of 
immeasurable importance, but higher prices for the products which the culti- 
vator needs have adversely affected the smaller cultivator and the “ landless 
labourer "’ has been hard hit, except to the extent to which he found alternative 
sources of employment—which the cessation of military operations, however, 
is bringing to an end. The urban industrial population has enjoyed an un- 
paralleled period of steady employment and increased earnings, but, these, 
again, are threatened by the decline in Government expenditure. The epi- 
demic of strikes which is at present afflicting India is an indication that adjust- 
ment to a new level will not be easy ; nor will any one conversant with Indian 
conditions deny that tension between the two major communities has been 
accentuated by the fact that the relatively non-industrialized Muslim com- 
munity has not shared equally in war profits with certain sections of Hindu 
society. The appeal of Communistic ideas to the working-class is not likely to 
be diminished if large-scale unemployment emerges. 

No modern Government can afford to allow things to take their own course 
least of all any Government in India, for Indian opinion, if not agreed upon 
anything else, is at least agreed upon the view that initiative must be taken by 
government. but it would be vain to expect the financial burden of readjust- 
ment to be borne exclusively by the separate Provincial Governments, whose 
resources differ greatly and whose individual necessities do not necessarily 
stand in any direct relation to their financial capacity. Large grants in aid will 

and, in fact, already have—become necessary. But this involves powers of 
taxation and of borrowing by a central body capable of taking an all-India 
point of view and endowed with the necessary constitutional powers. 

There are other considerations to be borne in mind as well. Though political 
issues have not been pushed out of the forefront of public consciousness by the 
idea of Planning—the two issues reinforce one another—yet the necessity and 
desirability of planning the economic future is enthusiastically accepted by all 
parties and all communities, widely as the individual plans propounded in 
recent months may differ in detail. Planning does not, of course, involve a 
completely centralized direction of affairs, or central administration of detail— 
any attempt at any such complete centralization would break down, as financial 
centralization broke down in a previous epoch of Indian finance. Equally, 
however, planning by Provinces without regard to the all-India position would 
result in friction, overlapping and a waste of resources, and India is still a poor 
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country, with no margin of resources to waste. The liquidation of the sterling 
balances may help in the provision of capital goods, but any rational planning in 
India requires a large—and, in view of population pressure, a constantly 
expanding—expenditure on the social services. One of the most obvious ways 
of financing this expenditure is by maintaining the level of taxation on large 
incomes and introducing death duties, already, in fact, proposed. Considera- 
tions of public expenditure and of fiscal convenience point to the desirability of 
a central authorit y—otherwise the poorer areas will not get the funds they need, 
and the richer areas will not necessarily be taxed to the extent which their 
resources warrant. Nor is planning possible without agreement on the general 
principle s of tariff policy ; otherwise there may well be “interior ’’ customs lines 
imperilling the integrated market which exists to-day. Moreover, it would not 
be easy to finance private economic development by resort to the capital 
markets of B ombay and Calcutta, unless the unity of the banking structure were 
maintained and this is immensely facilitated by the retention of a common 
currency managed by a single Central Bank. 


Ii] 

That an “ Indian Union ”’ confined to “ foreign aftairs, defence and com- 
munications ’’ would be ill-equipped to cope with the economic necessities and 
requirements of present-day India—even if “ communications ”’ be held to 
include not only rail and (main-) road transport, but posts and telegraphs, air 
transport and radio facilities—would appear to be obvious from what has been 
said in the previous paragraphs, and it must be conceded that the Congress 
party is not in error in postulating an extension of the functions of the Central 
authority. Even from the narrowest technical point of view, there is a dis- 
parity between the fiscal and the economic powers which it is proposed to 
confer upon the Union. Given that the cost of defence exceeds the Customs 
revenue of the Union (and that is by no means improbable), it may be necessary 
for the Union to resort to direct taxation and this, in effect, involves a drastic 
interference with the lives of the citizens: once this power is granted there 
could be little objection to an extension to the Union of other responsibilities. 
This consideration, however, is of little importance relatively to other considera- 
tions, of which the most important is that in many fields action is only possible 
if undertaken by a common agency, or, at any rate, is guided, inspired 
financed by a common agenc y. It is true that the plan of the Cabinet Mission 
includes a provision whereby ‘‘ Provinces should be free to form groups with 
executives and legislatives and each group could determine the provincial 
subjects to be taken in common.”’ This provision is welcome in so far as it 
recognizes the necessity for common action in fields other than “ foreign affairs, 
defence and communications,”’ but the division of financial authority between 
three groups of agencies—provincial, zonal and central—raises very awkward 
problems of its own, apart from the major objections that the proposal as it 
stands makes such grouping entirely optional, and that difterent groups might 
have quite different ‘‘ zonal ”’ powers, with resulting complications when action 
is required on an inter-zonal basis. 
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British Banking in Transition 


HE banks, in these past twelve months, have plainly entered the phase of 

post-war transition, but its effects have so far proved very different from 

those which some of them expected as the end of the war in Europe loomed 
in sight. Few bankers, perhaps, had then any real confidence that post-war 
influences would bring any immediate or substantial reversal of the charac- 
teristic banking trends of the previous six years. Their salient features, it need 
hardly be said, were the steep rise in bank deposits, the even steeper rise in 
bank holdings—direct or indirect—of Government paper, and the marked 
contraction in bank advances. The whole structure of bank earning assets had 
thus been radically altered. But, while there was little reason to hope that 
post-war adjustments could even approximately restore the pre-war position, 
many bankers, at the end of 1944 and early 1945, were actively discussing the 
possibility of a strong revival in demands for bank advances. And if, at VE 
Day, they had been asked to predict the trend of bank assets during the ensuing 
twelve months or so, most would have replied that a substantial rise in advances 
was possible, if not probable, and that such a rise, if it occurred, would be more 
or less offset by a decline in holdings of Government paper, especially invest- 
ments. In fact, the most weighty impact t of post-war influences upon the shape 
of bank balance sheets has come, not from the process of industrial reconversion, 
but from the monetary policy of the Chancellor of the Exchequer—and invest- 
ment holdings, instead of declining, have been greatly increased. 

[t is true that the long term downward trend of bank advances has now 
been decisively reversed. But the recovery has been of relatively moderate 
proportions so far. After the mainly seasonal fluctuations of the first half of 
last year, total clearing bank advances stood at £756 millions in August, 1945. 
By January last they had risen by £73 millions, to £829 millions ; but although 
the tempo might thereafter have been expected to increase, the end-June 
balance sheets showed a further expansion of only £54 millions to £883 millions. 
Now, therefore, more than twelve months after the end of the rap i Ape war, 
bank advances still stand only 22 per cent. above the low level of £724 millions 
reached in November, 1943, and roughly {120 millions below the pre- war level 
of around {1,000 millions—despite the very large intervening rise in prices. 
In “real’’ terms, the decline compared with pre-war amounts even now to 
between 40 and 60 per cent. 

The movement has, however, been substantial by contrast with the slow 
rate of recovery in the last eighteen months or so of the war. By all the canons 
of the past, it should have been accompanied, if not by a corresponding decline 
in investment portfolios, at least by their virtual stabilization. The traditional 
practice before the war, as is well known, was to maintain the principal earning 
assets—advances and investments—at the roughly constant ratio of 70 per 
cent. to deposits, so that advances and investments tended to move inversely. 
War financing quickly shattered both the conventional ratio and the principle 
of inverse movement. But in the first half of 1945, when the banks were pre- 
occupied with the problem of impending industrial reconversion, investment 
portfolios were reduced from the war-time peak of {1,192 millions (reached in 
November, 1944) to £1,122} millions by July, 1945—a movement which seemed 
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to indicate that, after the war, the traditional habit might well reassert itself. 
Actually, despite the first really significant recovery in advances, bank invest- 
ment portfolios have expanded since V J Day more rapidly than in any previous 
period, reaching {1,382 millions at end-June last—a rise of nearly 25 per cent. 

So large a movement, following a prolonged period of virtual stabilization 
after the huge growth of the early years of war, clearly calls for special explana- 
tion. To see the situation in perspective, it must be remembered that a year 
or so ago the banks were not only contemplating that investment portfolios 
might need to be reduced to make room for additional advances, but were 
growing not a little anxious about the effects which industrial reconversion 
might have upon the gilt-edged market. The general feeling, even among those 
who had long since reconciled themselves to the revolutionary changes in the 
structure of bank assets, was that investment portfolios were quite high enough 
at their level of mid-1945. In the circumstances, it is perhaps not surprising 
that their renewed steep rise has been construed in some quarters as an indica- 
tion that the banks are now more pessimistic about the medium-term trend 
of advances that they were twelve months ago. It would be unwise to jump to 
any such conclusion. The recent trend of advances may, indeed, be a particu- 
larly misleading guide to their action over the next two years or so. 

In the near future, it is hoped, figures will again be available to show the 
distribution of bank lendings. Meanwhile, it is quite clear that large changes 
have occurred since VE Day. The past year’s expansion of the advances total 
is the resultant of many and diversified new le ndings on the one hand, and of 
heavy repayment of war-time indebtedness on the other. Re payments of this 
kind will, no doubt, continue as outstanding contract settlements are completed 
and the war machine unwinds; but it seems likely that their full force has 
already been felt. In addition, the balance sheets of many industrial concerns 
show great liquidity, for the counterpart of the run-down in stocks and fixed 
capital (through arrears of maintenance, etc.) is an accumulation of idle cash 
and investments. And, although these liquid assets will not suffice to finance 
the necessary capital replenishment (in view of the much higher prices at which 
it must take place), many companies have, for the time being, more than suffi- 
cient resources to pay for the limited volume of goods that can now be bought 
and the modest volume of capital work which can yet be put in hand. But 
the period of strain may come eventually, and it is significant that many con- 
cerns with large credit balances have already arranged overdraft facilities 
which, as yet, remain dormant. There are > grounds for believing, therefore, 
that the second phase of industrial reconversion may involve a larger demand 
for bank accommodation than has been experienced, on balance, in the opening 
phase. The record increase in June may be symptomatic. This, admittedly, is 
a tentative conclusion, but “if the course of bank investments had to be regarded 
as directly geared to that of advances, it is clear that no prudent banker would, 
at this stage, have embarked upon any major investment expansion. 

The reasons for the expansion must be sought, not in any confirmed dis- 
appointment about the outlook for advances, but in the cheap money policy 
of the Chancellor. That policy has influenced the banks in three distinct ways. 
In the first place, they must have become convinced that the Chancellor had 
both the determination and the capacity, not simply to maintain the existing 
interest-rate structure, but to carry through his much trumpeted programme of 
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progressively lower rates. The banks have presumably decided that it is good 
business to seize whatever technical opportunities the market presents—and 
there have been many such in the past nine months. Secondly, a determined 
pursuit of the cheap money policy raises a presumption that, even though bank 
advances were to rise steeply, the banks would never be faced with the need to 
finance them by selling gilt-edged securities on an unwilling market. The 
authorities, if they are determined to protect the cheap money structure, must 
always be prepared to take up any surplus offerings of gilt-edged. If the 
public were unwilling to absorb part of the banks’ holdings i in order to enable 
them to make room for additional advances, the authorities would be bound to 
expand the credit base, and so permit the banks to finance increased invest- 
ments and increased advances simultaneously. Thirdly, the banks have been 
impelled to offset by every possible means the effect upon their profits of last 
autumn’s reductions in short money rates—especially as the resultant loss of 
income has coincided with a new phase of rising management costs. 

It is certain, however, that a major increase in investments could not have 
taken place but for another feature of Treasury policy—namely, the marked 
shift of emphasis in official borrowings from Treasury de posit receipts to 
Treasury bills. It has always been evident that the T.D.R. was a much less 
flexible instrument than the bill. The need for flexibility was at a minimum 
when the Government itself was overwhelmingly the most important user of 


bank credit. But now, as industry shifts from a war-time to a peace-time 
footing, a multiplicity of private borrowers will take up the slack created by 
the decline in Government deficit financing. And whether private needs for 


floating credit are met primarily by bank advances or by sales of gilt-edged 
securities (which the banks themselves may be expected to absorb or finance), 
there is evident need now for maximum flexibility in bank assets structures. 
Yet, in these past few months, the T.D.R. has, if anything, become more 
inflexible. Its sole element of elasticity, the pre-encashment device, is available 
only when tap issues are flowing—-and the Chancellor’s monetary policy plainly 
demands recurrent tap “ holidays’. If, therefore, the T.D.R. had continued to 
bear the brunt of floating debt financing, it is certain that the banks would 
have adopted a much more cautious gilt-edged policy. 

\s it is, the Treasury has wisely allowed the T.D.R. issue to absorb the whole 
force of such funding of floating debt as has occurred. In September, 1945, 
when the floating debt stood at the peak level of {6,815.9 millions, the total 
T.D.R. issue was {2,122 millions —£63} millions below the record established 
in the previous month. By end-June last, total floating debt had been reduced 
by £566.6 millions to £6,249.3 millions, while the T.D.R. issue had fallen to 
only £1,390} millions, nearly {800 millions below its peak. At the same time, 
despite the overall decline in floating debt, the tender issue of Treasury 
bills had been expanded by £240 millions, to £1,930 millions. Moreover, 
throughout the past half year, the discount market has been securing an 
appreciably larger share of the bills offered at the tenders than it did in the first 
half of 1945, so that the volume of bills available to the banking system has 
grown more rapidly than the increase in the total tender issue implies. 

In consequence, t 
liquid assets. The bill portfolio, which as recently as April, 1945 stood at the 


record low level of {109.4 millions, has shown spectacular expansion, touching 


there have been sweeping changes among the banks’ 
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a fresh high level of £526 millions last June. The expansion of call money has 
also been very large, the total rising from under {180 millions in April of 
last year to £315 millions in June, 1946. Thus, the ratio of money market 
assets to deposits, which throughout the war had stood at an abnormally low 
figure (dropping in April of last year to the record “ low” of 6.4 per cent.), 
has since recovered to nearly 17 per cent.—not far short of its pre-war level. 

These various trends are analyzed in detail in the accompanying tables, 
from which the interesting fact emerges that the movements in investments and 
advances, which are by far the most important for the long run, have so far had 
only relatively minor effects on the banking ratios. 


TABLE | 
CLEARING BANKS: CHANGES IN DISTRIBUTION OF ASSETS, 1945-40, WITH 1939 COMPARISON 


Percentages in italics are ratios to published deposits 


Millions of 


August, June, | December, Jun 

1939 1945 1945 | 1940 

Deposit - . 2,245.1 1,751.5 1,549.8 5,045 

“True Deposits®* .. | 2,176.8 4,584.3 4,659.5 4,561.1 

Cash : ‘ we 232. 493.0 530.2 | 523.6 
10.37 10.39% 11.06 10.38 

4 ‘ | ' 

Money Market Assets ; 120.5 330.0 621.4 o41.4 
19.0 6.9°% 12.8 | 16.7 

( lon 147.4 I 3 252.2 | 315.4 
6.6 4.1 5.2 6.3 

Bil ‘ 134 Hy.2 5260.0 
12.4 2.4 7.0 10.4 

T.D.R Nil 1,9 1,523.0 1,302.0 
0.& 77.2 25.8 

ly nis hlu 1dvar 552.8 1,8 5 2,0 5 2,204.5 
| 70.0 39.7 42.3 | 44.9 

Investments .. oe 599.3 i, 1,233.9 1,351.7 
6.7 23.7 25.5 27.4 

Advances whe 984.5 761.0 814.6 582.58 
43-9 T6.0°' 76.8 ro. 

Excluding item 1 course of « oO 


The effects of cheaper money upon the banks’ earning capacity have prob- 
ably been less violent, so far, than was at first expected. In considering the 
experience of the past half year, + 
far discussed, for these measure 1 
impression of earnings experience during the period, it is necessary to examine 


he relevant figures are not, of course, those so 
he trends of the leading items; to form an 
monthly averages. A comparison of these is given in Table IT. 

When, last autumn, the banks first considered the effects of the reduction in 
short money rates, it was widely felt that they might not be able to count upon 
any further expansion of the total resources at their disposal. There was never, 
in fact, much substance in this belief, for it was clear that, if the Chancellor was 
determined to force interest rates down in a phase of rapidly increasing private 
demands for capital, he would be obliged to shift the emphasis of his borrowings 
from long and medium term to short term finance. Whether the public’s 
appetite for long term securities was or was not sufficient to reduce the Chan- 
cellor’s need for finance through the banking system (and thus to permit a 
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reduction in deposits), it was clear that cheaper money would provide the banks 
with a larger total of deposits than they would have had if money rates had been 
simply maintained. And so it has proved. 

As Table II shows, bank deposits during the past half year have averaged 
6.4 per cent. more than in a similar period “of 1945, and this addition to their 
resources has helped the banks to offset the effects of falling interest rates. At 
the same time, the reduction in Treasury deposit receipts has enabled them to 
shift the distribution of their other assets from the least remunerative to the 
most remunerative items. Over the past half year, money market assets have 
averaged {£365 millions more than in the similar period of 1945, but total 
liquid assets (including T.D.R.s) have averaged only £16 millions more, whereas 
investments have averaged {139 millions more and advances {92 millions more. 

TABLE II 
AVERAGE DISTRIBUTION OF CLEARING BANK ASSETS 


Percentages in italics show ratios to published deposits 
Millions of £s 





| Average of six months Change in 1946 
| Jan./ June, Jan./ June, 
| 1645 1946 a A 
Deposits .. a oie as im | 4,537 4,525 | + 6.4% 
“True’’ Deposits* .. ie aed 4,397 | 4,673 + 6.3% 
Cash ee a“ is ai ae 171 | 502 + 6.2% 
10.37” 10.4% 
| | 
Monev Market Assets .. = “mo 325 690 } + 112.4% 
fe 14.3 | 
] | , | x - 
Call Money i sii aid io 190 } 272 + 43.2 
| 4.2° 5.6% 
Bills ia mr ai sre ca 135 | 418 + 208.7° 
3.0 | o.79 
Ireasury Deposit Receipts bi a 1,770 1,421 — 19.7% 
39.0 | 29.4% 
: 
I) nis f {dvance | 1,90 | 2,131 Pr 12.1 
41.9" } 44-1 
[Investments 1,145 1,284 + 12.1 
| } 
25.3 26.6' 
Advances | 755 847 + 12.2 
16.6° 17.5 


* Excluding items in course of collection. 


It is true that the decline in the proportion of deposit to current accounts, 
which seemed last autumn to promise some relief to bank costs, has been 
rather sharply reversed. On the other hand, during the early part of the period 
the banks were still enjoying the full 1} per cent. return on the bulk of their 
T.D.R.s—and, of course, they have still to feel the full effects of the decline in 
yields on longer dated securities. 

In this past half year, the earnings experience has probably not been sig- 
nificantly different from that of the first half of 1945. But the profit and loss 
accounts certainly present anxieties for the future. If bank advances were to 
rise really steeply, a new equilibrium would be readily attained. But in the 
absence of such a rise, the chances of stabilizing the earnings position must 
rest rather precariously upon influences comparable to those of the past six 
months—a further unfolding of the cheap money programme and a conse- 
quential further expansion in total bank resources. 
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Financing the Small Business : 
The LC.F.C. at Work 


By J. H. Lawrie 


(General Manager, Industrial and Commercial Finance Corporation, Lid.) 


ECTION 404 of the report of the Macmillan Committee on Finance and 
G industry published in 1931, begins with the words :—- 

“It has been represented to us that great difficulty is experienced by the 
smaller and medium-sized businesses in raising the capital which they may 
from time to time require, even when the security offered is perfectly sound. 
To provide adequate machinery for raising long-dated capital in amounts not 
sufficiently large for a public issue, 7.e., amounts ranging from small sums up to 
say £200,000 or more, always presents difficulties.”’ 

The Section goes on to discuss the suggestion that a company should be 
formed “‘ to devote itself particularly to these smaller industrial and commercial 
issues . . . We see no reason why, with proper management, and provided 
British industry in general is profitable, such a concern should not succeed.” 

The Industrial and Commercial Finance Corporation, Limited, was formed 
last year by the Bank of England, the clearing banks, and the Scottish banks 
to perform this role, and some may think that the degree of success which the 
Corporation achieves will provide the answer to the long-debated question :— 
“Is there, or is there not, a Macmillan gap ?’’ This view is probably misguided, 
because of the great changes that have occurred in the relations of finance and 
industry since the Macmillan Report appeared. Whether there was a gap in 
1931 can never be proved ; what is suggested by the experience of I.C.F.C. to 
date is that there is undoubtedly a 1946 version of the Macmillan gap. 

The chief reason why the Committee’s opinion of 1931 has become the un- 
doubted fact of 1946 is the persistence of high taxation for many years past. 
Taxation has affected the position in two ways. First, increased rates of 
income-tax, surtax, and death duties have diminished the number of rich people 
willing to invest capital in backing small businesses ; secondly, E.P.T. has 
made it impossible for the small but growing company to plough back into the 
business sufficient profits to finance the capital expenditure with which it is now 
faced, if it is to continue its growth or even to consolidate the position already 
attained. 

A very common type of application to the I.C.F.C. is that of the company 
which has increased its turnover during the war tenfold, or even, perhaps, 
twentyfold ; the net profits have gone up from a few hundreds to ten, twenty, 
or thirty thousand pounds ; practically the whole of the profits have been paid 
away in E.P.T. If a company with a record of this kind desires to switch over 
from war to peace production on a somewhat similar scale, and requires to 
spend, say, £25,000 on fixed assets to enable it to make the switch-over, it is 
virtually certain that this sum cannot be raised—at least, on reasonable terms— 
from anyone except I.€.F.C. It is also highly probable that I.C.F.C. will be 
asked to provide some working capital in addition to the £25,000 required for 
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fixed assets. It frequently happens that such a company has received from its 
bankers during the war very generous overdraft facilities. The company was 
engaged on war work, its principal debtor was the Government, there was a 
limitless demand for its products, and the bank felt justified in allowing the 
overdraft to go to much higher figures than would have been permitted in 
normal times. Not unnaturally, the bank’s attitude now is that, though they 
like their customers and are anxious to support them, they cannot continue to 
allow them overdraft facilities even on a somewhat smaller scale than during 
the war, unless the company obtains further permanent capital, not only to 
cover the cost of the additional fixed assets but also to provide the permanent 
part of the working capital required. 

Of the existence of the gap, then, there can be no question, but the important 
thing now is the extent to which, and the manner in which, I.C.F.C. is closing 
it. The Corporation did not really start operations until September, 1945. 
Between then and the middle of July this year it has agreed to grant facilities 
totalling just over £3,300,000. Since the money is principally required for 
plant and machinery and for building, it is being taken up gradually as custo- 
mers are able to obtain their requirements. The Corporation naturally does not 
expect its customers to take the money and pay interest until the money is 
actually required. 

I.C.F.C. is breaking new ground, and the keynote of its policy is flexibility. 
Every case that is considered by the Corporation’s officials is examined, not 
simply from the angle of what will suit the Corporation, but primarily to 
determine what type of finance the applicant really requires and the best way 
of providing him with it. Many of the enquiries received by the Corporation 
are based on a misunderstanding of its functions, and in such a case the enquirer 
is advised that the most suitable place to which to apply is a bank, a building 
society, an insurance company, a hire-purchase finance company, or any other 
person or institution to whom the enquiry should more properly be addressed. 
In this way a good deal of assistance is given to people whose needs do not lie 
in the Corporation’s field at all but who are simply unaware of where they can 
obtain the assistance they need. When it is clear, however, that an application 
is one which is not only in I.C.F.C.’s field but also deserving of support, the 
first point to be considered is what type of finance is most suitable for the 
applicant’s needs. ; 

Broadly speaking, applications can be divided into two classes : money 1s 
required either to cover the cost of re-equipment or re-conversion, or else to 
finance a permanent expansion. Applicants in the first of these two classes 
usually expect to be able to repay out of profits any sums that they borrow, and 
a fixed loan, either secured or unsecured, is the probable answer. If it so hap- 
pens that part of the finance is to be provided by unsecured bank accommoda- 
tion, the finance provided by the Corporation may take the form of redeemable 
Preference shares, or may be part mortgage, part Preference shares. If a 
company which applies for finance is a war-time mushroom growth and the 
problem is really one of conversion rather than of re-conversion, there is likely 
to be a considerable degree of risk in the new finance, and participating Pre- 
ference shares may be the most desirable way of providing it. 

The second of the two classes covers a variety of types, including both new 
companies and those that expect eventually to become public companies but 
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are not yet ready for this step. If a company is likely to appeal to the public 
for capital at a later date, the Corporation’s finance is designed so that it can 
be repaid when the public issue takes place. With the other companies in this 
class the problem is somewhat different. What they usually require is perma- 
nent, or at least long-term, capital. The Corporation has found from its 
experience that many small private companies that are, in fact, family busi- 
nesses, expect both to grow big on borrowed money and, despite high taxation, 
to repay borrowings out of profits within relatively few years—two things 
which are more than likely to be incompatible. They also often prefer to borrow 
against a debenture, even at a higher rate of interest, than to issue shares to 
someone outside the family. The Corporation usually attempts to show such 
people that this point is less important than having a balanced capital structure, 
and that it is very unwise for a small business, especially in its early stages, to be 
highly geared and weighed down with prior charges. 

It is on this question that I.C.F.C.’s relations with the banks are of great 
importance. The banks are the Corporation’s shareholders, and this fact places 
it in a very special relationship to them. None the less, certain customers 
appear to think that the Corporation exists to lend them money at lower rates 
than they are at present paying their bankers. Such customers are quickly 
disillusioned. It cannot be too often stressed that the Corporation is in no 
sense in competition with its own shareholders. 

Before the Corporation was formed, the clearing and Scottish banks made 
an announcement to the public about its impending formation, and this 
announcement was accompanied by an aide-memoire for the Press, which 
contained the words :—‘‘ As a matter of principle a Deposit Bank should not 
advance money on long term, but its lending policy should have as its main 
object the temporary augmentation of a borrower’s floating capital rather than 
the provision of funds to be invested in permanent assets.”’ On this principle— 
if duly observed both by the banks and by the Corporation—there can be no 
question of competition. The Corporation is intended to supplement the 
activities of the banks and of other institutions, and co-operation with the 
banks is bound, in the long run, to be in the interests of the customers as well 
as of the Corporation and of the banks themselves. 


It follows that, when a company that is really in need of long-term capital 
suggests to the Corporation that, if the balance-sheet and the prospects do not 
justify an unsecured loan, the Corporation should take a charge over fixed and 
floating assets, the normal reply of the Corporation’s officials is on these lines:— 
“ If we lend you money to build a new factory and to buy new machinery, you 
will certainly require additional working capital to finance the increased turn- 
over that will result from the acquisition of these fixed assets. The natural 
person to supply you with this working capital is your banker, but it does not 
seem likely to us that your banker will lend you anything if we have taken a 
charge on all the assets of the Company.”’ 

When faced with a problem of this kind, I.C.F.C. usually has recourse to 
one of the two following methods. It can make its contribution partly on 
mortgage on the factory and partly in Preference shares; this leaves the 
floating assets free as security for the bank, and strengthens the company’s 
position from the banker’s point of view by injecting more capital, This 
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method has been used sufficiently often in conjunction with several of the 
banks to become known as “ the I.C.f.C. sandwich.” On the other hand, it 
mav seem undesirable to saddle the Company with a mortgage to the Corpora- 
tion and a floating charge to the bank ; if so, it may be preferable that the 
whole of the I.C.F.C. contribution should be in the form of share capital. In the 
case that is being discussed, it was a primary assumption that the balance- 
sheet and prospects did not justify an unsecured loan. It is clear, therefore, 
that an investment would be justified only if there is a prospect of reward 
commensurate with the risk. This can be assured by an issue to the Corpora- 
tion of participating Preference shares, or, perhaps, a large parcel of Preference 
shares and a small amount of Ordinary shares. 


As all I.C.F.C.’s loans or investments are for medium or long terms, it is 
important that the Corporation—and this applies especially where it has a 
shareholding which is a substantial proportion of a company’s total capital— 
should keep in close touch with its customers’ activities, and for this purpose the 
Corporation has started a Liaison Department, whose officials will be con- 
stantly travelling about the country visiting the various customers, giving 
them advice when they seek it, and watching on the Corporation’s behalf for 
danger signs that may indicate the probability of trading losses or other 
troubles. 


The advisory functions of the Liaison Department will also, it is thought, 
be important. Amongst the many applications received, the most common is 
that of the company which, before the war, was quite a small family business 
operating in something not much more than a garage or back room, and which 
grew during the war into quite a large unit executing considerable orders for 
the Ministry of Supply or the Ministry of Aircraft Production. If there is a 
good reason why a business, having grown big during the war, should remain 
big, then I.C.F.C. may be able to help; but safeguards are necessary. The 
people may be good at their job, but they may have no idea how to run a big 
business. Many people who come to I.C.F.C. realize that during the war they 
have been nurtured on progress payments, they have had no sales problems, 
and for countless other reasons they have had no experience of running a 
business of the size which, more or less by chance, they have attained. Such 
people are often eager to receive advice from I.C.F.C.’s Liaison Department, 
and in the long run this may well prove one of the most valuable services ren- 
dered to industry by the Corporation. 


Applications to I.C.F.C,. have been flowing in, not only in a steady stream 
but at an increasing rate, throughout this year. Even when allowance is made 
for the fact that many of them are due to re-conversion, it still seems certain 
that there is likely to be a Jasting demand for the facilities provided by the 
Corporation. The staff now numbers forty, and the organization is being built 
up on the assumption (which could not safely be made until some months’ 
experience had been obtained) that I.C.F.C. is not merely a ‘“‘ morning glory,’’ 
but has for many years to come a definite and important part to play in the 
financial structure of the country. 
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Fugitive German Funds: 


Background to the Swiss Agreement 


By H. G. Daniels 


HE settlement reached at Washington on May 25 between the Allies and 
"[ switzeriand with regard to German property, looted and other, in the safe- 
keeping of Switzerland, is destined to serve as a model and a precedent for 
further negotiations with other neutrals on a similar subject. Its salient features 
were briefly discussed in the July issue of THE BANKER, but in several respects 
it involved a departure from normal practice and deserves closer examination. 

While fully admitting Swiss sovereignty, the Allies made good their claim 
to certain German property in Switzerland, basing it on their assumption of 
power in Germany as the result of the German capitulation. They also laid 
claim to the gold which they alleged Germans had looted from the occupied 
countries and conveyed to Switzerland. The Swiss Government refused to 
recognize a legal basis to these claims, but consented to meet them within agreed 
limits and to regard this action not as an obligation but as a voluntary con- 
tribution to the reconstruction of Europe and the reprovisioning of the devas- 
tated areas. In the process Switzerland agreed to liquidate the property in 
Switzerland of Germans domiciled in Germany, though not that of Germans 
domiciled in Switzerland. The Germans whose property is thus affected are to 
be compensated out of the liquidation of Swiss property in Germany to the 
extent of one half of the sum required for the purpose. The proceeds of the 
property liquidated in Switzerland are to be allotted, 50 per cent. to Switzer- 
land and 50 per cent. to the Allies, provided that the latter’s share shall be 
assigned to reconstruction and reprovisioning of the occupied countries. 
Switzerland also undertook to place at the disposal of the Allied Governments 
250 million Swiss francs in gold at sight in New York as a final settlement of all 
claims against the Swiss Government or the Swiss National Bank in respect of 
gold acquired by Switzerland from Germany during the war. In return the 
Government of the United States undertook to release the blocked Swiss 
balances in the United States and the Allies undertook to abolish the black- 
lists as far as these concerned Switzerland.* This, in brief, is the outline of the 
agreement. 

These somewhat disconnected provisions are in reality various facets of the 
successive Allied warnings to neutrals during the war as to their intentions 
regarding fugitive German property, especially those of January 5, 1943, and 
February 22, 1944. Out of these arose negotiations in March, 1945, conducted 
by Mr. Lauchlin Currie, of the United States, as the outcome of which Switzer- 
land blocked all German balances and undertook to give effect to resolution 6 of 
the Bretton Woods Convention regarding the return of looted property. Swit- 
zerland also undertook to receive no further gold from Germany except for 
certain specified purposes. In fulfilment of these undertakings the Swiss 
Government ordered an inventory to be made of all German property and 


* Indeed, they have since decided to withdraw them altogether, for all territories.—Eb. 
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holdings in Switzerland, and issued a decree for a return to be made of objects 
in Switzerland known to have been looted from the occupied countries. The 
somewhat unusual step was taken of making compulsory the opening of bankers’ 
safe-deposits and strong boxes, and making the declaration obligatory on 
trustees and solicitors. 

The negotiations in Washington were conducted by Britain, France and the 
United States, acting also on behalf of fifteen others of the United Nations, 
From the outset the Swiss refused to recognize the legality of the Allied claims 
and consequent demands. They questioned the validity of Law No. 5, enacted 
by the Allied Council in Germany, which deprived Germans of the right of 
ownership in respect of property and balances held in foreign countries. This 
enactment had been based on the ee that the Allied Council was the 
legal and de facto successor of the Government of the German Reich, not by 
virtue of military occupation, but on account of the unconditional c apitulation 
of the German armies, whereby the Allies had inherited unrestrictedly the 
political, legislative and administrative power. Since it had in fact taken the 
place of the German Government it possessed the same rights, including the 
right to assume control over German property abroad. Total war implied total 
responsibility and this applied e “8 ally to the leaders and the mass of the people 
and their property. Foreign balances being a material part of the national 
substance these must bear their part in making good the damage done. The 
provisions of the Hague Convention regarding military occupation were deemed 
not to apply, the Allies being the sovereign and not merely the occupying power. 

Apart from their refusal to recognize the validity of this argument the Swiss 
made two other reservations, the one that the liquidation should be applied 
solely to property of Germans domiciled in Germany, and only against com- 
pensation ; the other that it should be conducted by Swiss officials under Swiss 
laws, and that there should be no question of an inquiry by an international 
commission or other foreign body operating on Swiss territory. They declined 
to allow the property of Germans domiciled in Switzerland to be included, on 
the ground that most of these had entrusted Switzerland not only with their 
property but also with their lives—in effect that these Germans were } rimarily 
anti-Nazi and that in any case it was impossible to discriminate among them 
Even so they had grave misgivings in going so far. The Swiss law regarding 
property is based on the principle of private ownership and protection by the 
State ; property cannot be seized except in the proved interests of the State, 


and then only against compensation. To confiscate without adequate com- 
pensation would have been illegal, and the earlier proposals of the Allies for 
expropriation could not have been reconciled with Swiss law as 1 stands. It 


was further maintained that since Germans domiciled in Switzerland had not 
been under the jurisdiction of any German Government the Allied Commission 
could not claim jurisdiction over them either. Finally the Swiss protested that 
the proposals overrode the Swiss law which covers the protection of property 
acquired in ‘‘ good faith” 

‘The course of the negotiations showed 
extremely nervous lest precedents on these points might be created which 
would prove inconvenient in the future, not only for their economic repercus- 
sions but also for their effect on the traditional Swiss policy of neutrality. This 
nervousness was even more pronounced in the matter of the Swiss francs 250 
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million of gold. The Allies looked on the acquisition of this gold as receiving 
stolen property ; the Swiss persisted in regarding it as a perfectly open and 
honest transaction. In the settlement the Allies regarded it as restitution, 
while the Swiss labelled it a free contribution to the reconstruction of Europe. 

As far as is known Germany had at the beginning of the war gold to the 
value of 650 million Swiss francs. A further 2,500 million was looted from other 
countries during the war. The Allies, in a memorandum of March 31, 1945, 
estimated that 850 million of this gold had been sent to Switzerland. This 
included gold which had been removed from Austria and Czechoslovakia ; but 
as the Anschluss and the Protectorate had both been recognized by the Allies 
before the war, the Swiss were on good ground in claiming that this did not 
come under the heading of looted gold. In any case they claimed that they had 
been within their rights in taking gold against Swiss frances, the latter being the 
most eagerly sought after of all means of payment, and that, in fact, the 
Allies had taken Swiss francs for gold during the war to roughly three times 
the amount of such transactions with Germany. This had the effect of con- 
tinually increasing the gold holding of the Swiss National Bank as well as the 
separate holding of the Confederation. At the end of 1945 the gold reserve of 
the National Bank was 4,777 million Swiss francs, and that of the Confederation 
1,030 million. 

The gold belonging to the National Bank of Belgium (about 200 tons) was 
deposited with the Bank of France for safe keeping when Belgium was invaded. 
Before the Germans occupied France it was removed for greater security to 
Dakar, French West Africa, and placed in a fort under guard. Subsequently it 
was brought back to France piecemeal by aeroplane and was made over to the 
Reichsbank under an agreement signed by Laval. Of this gold 115 tons was 
sent to Switzerland. 

In normal intercourse gold bars have an individuality not possessed by 
coinage. In view of the repeated warnings of the Allies that they would 
refuse to recognise the transfer of enemy holdings to the shelter of neutral 
countries, it certainly behoved the Swiss National Bank to take exceptional 
precautions. The Swiss claim that it did. But the bars the Bank received from 
the Reichsbank, though they did, indeed, bear the correct stamp and numbering 
of the Berlin Mint, were none the less the product of the Belgian gold, melted 
down and restamped. This fact was discovered from the Mint registers by 
Allied officials after the war, during inquiries made at the instance of the Bank 
of France, which had reimbursed the Belgian Bank out of its own reserves. 

The Swiss had met the Allied warnings against further gold transactions 
witn the enemy countries with a flat refusal on the ground that it would be a 
breach of neutrality to accept gold against francs from one set of belligerents 
while refusing the same service to another. None the less they did undertake 
to diminish the volume of their transactions with the Germans. As for the 
Belgian gold, their reaction at Washington was that the fault lay not with the 
Swiss National Bank but with France; the French having made themselves 
responsible for the Belgian gold had no business to cede it toGermany. Switzer- 
land could hardly be held responsible for the blunders of others. None the less 
they offered to return a part of the gold received by the Swiss National Bank 
Irom the Reichsbank. While declining to recognize any legal obligation they 
made a bid of 100 million Swiss francs, as opposed to the Allied demand for 











560 million. A settlement was accepted for 250 million (representing gold 
equivalent of about 51} tons), a compromise arrangement that could not 
possibly have been reached by normal legal arguments. A French request for 
the surrender of the actual bars was not accepted by the Allies, and the claim of 
France ranks only with those of the other looted countries. 

The Swiss delegation re -pudiated most emphatically the assertion that the 
Swiss National Bank had in any way shared in an underhand transaction in 
stolen gold. Its gold dealings with Germany were made public in its periodical 
reports and there was nothing secret about them. All through the war Switzer- 
land took from Germany food and raw and partly manufactured material 
against finished goods, some of which could undoubtedly be classed as war 
material. It may be doubted if they could have done otherwise—it was the 
only basis on which their surrounded country could continue its + 
They placed a clearing credit at Germany’s disposal and the Reichsbank, 
the process of meeting its obligations to them, paid in gold bars. A idauie on 
their part to take gold against francs would have meant the breaking off of 
economic relations. Their main anxiety was to bring their country through 
the war unscathed and their whole equivocal economic situation was the out- 
come of this. That they succeeded was, in effect, an indirect contribution to 
the Allied victory, as it was distinctly to the interests of the Allies that Switzer- 
land should be kept out of the war and Germany out of Switzerland. 

When the Washington agreement came before the Swiss Parliament for 
ratification a good many de putie s took up the attitude that it had been signed 
more or less under duress. The Swiss National Bank had an appreciable gold 
deposit in New York which might have been subject to arrest. There were some 
5,000 million Swiss francs in blocked accounts in the United States, the release 
of which was conditional upon the agreement being ratified. The Allied black- 
lists, a form of economic pillory particularly irritating to Swiss commercial 
pride, were still in force and were even being augmented. The contracting 
parties on one side had control of the world’s supplies of coal, grain and trans- 
port and could have made matters very awkward for the other party. It was 
admitted by the highest Swiss authorities that actual pressure of this kind was 
never exercised, but its mere existence must have influenced them 

From both the economic and the political point of view the Swiss were 
doubtless well advised to ratify the agreement. Had they rejected it the 
impression would have persisted throughout the world that they had hand- 
somely profited by a rather shabby business. Their credits in America might 
have remained blocked much longer, their firms might have been the last to be 
removed from the blacklists, ond. worst of all, their commercial reputation, 
one of their finest assets, would have been smirched. All they would have 
gained would have been the formal upholding of the letter of their laws mainly 
for the benefit of fugitive German money, demonstrably ill-gotten in part at 
least. In the circumstances the agreement might have been accepted, if not 
with a better grace, at least with an eye to the fact that there was no other 
alternative. No doubt the effect of the decision on the future of Swiss neutrality 
had a good deal to do with determining the official attitude. It will be harder 
than ever for the country to remain neutral henceforth. 
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Legal Decisions, 1925-1945 (iv) 
By a Lecturer in Banking 


Baines v. National Provincial Bank (1927) and North and South Insurance 

Corporation v. National Provincial Bank (1935). The former is a “ closing 
time’ case and was decided at the West Riding assizes by the Lord Chief 
Justice. Baines drew a crossed cheque on the defendant bank on the afternoon 
of a business day and, according to him, too late for presentation during opening 
hours. Nevertheless, it was paid in to Barclays Bank on that day and when the 
drawer, early next morning, countermanded payment the defendant bank 
informed him that the cheque had been cleared and paid. Baines thereupon 
asked the courts for a declaration that the defendant bank was not entitled to 
debit his account. 

Defending counsel stated he could prove that the cheque was paid during 
ordinary business hours, but for the purpose of argument he was willing to 
admit it was taken in over the counter five minutes after closing time, and he 
asked the Court to say that where there was a queue of customers awaiting 
attention it was unreasonable to expect a bank to close its doors on the stroke 
of the hour and turn out the persons who had actually entered the premises 
before the hour. 

The Lord Chief Justice gave judgment for the bank on the grounds that a 
bank is entitled to a reasonable margin after the advertised time of closing 
in which to pay cheques. (He also said he expected an appeal, but none appears 
to have been made). This decision should be treated with caution, since it was 
very much a “ facts-of-the-case ’’ one, and also because the bank which kept 
open after hours (if it was after hours) was not the paying bank (although it was 
referred to as “‘ paying’”’ the cheque) but the collecting bank—the bank on 
which the cheque was drawn was under an obligation to meet it through the 
clearing as soon as the collecting bank presented it. 

North and South Insurance Corporation v. National Provincial Bank con- 
cerned an order to the defendant bank worded “‘ Pay Cash or order’’, the word 
‘Cash ”’ being in writing and the rest in print. The bank paid away the amount 
of the order and an action for repayment was brought by the liquidators of 
the drawer company mainly on the grounds that the instrument was a cheque ; 
that ‘‘ pay cash or order’”’ was tantamount to “‘ pay me or my order” and 
accordingly called for an endorsement ; and that the instrument not being 
endorsed was wrongfully acted upon by the defendants. 

Branson, J., in giving judgment, stated that in his opinion the document 
was not a cheque. A cheque was defined by S.73 of the Bills of Exchange Act ; 
it must be a bill of exchange and, by S.3, a bill of exchange was de fined as an 
unconditional order in writing to pay to or to the order of a specified person or to 
bearer. This document said “ pay cash or order’, and “ cash ”’ could not be 
said to be a specified person. Thus shat was here no payee and the payee could, 
therefore, not be fictitious and the document could not, for that reason, be 
treated as a bearer cheque under S.7 of the Bills of Exchange Act. 

His Lordship then went on to say that he was driven to look at the words of 
the document and give them the construction apparently intended by the 


Tbe useful post-1924 decisions affecting the banker who pays cheques are 
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parties. Where a document was partly written and partly printed, if the printed 
and written parts were not consistent with one another the printed part must 
be rejected in favour of the written part—that was settled law. Here the written 
word “ cash’’ was impersonal; “cash ’’ could not endorse and, as it stood, 
the document had no sensible meaning. Thus there was simply a direction to 
pay cash to some impersonal account which could not endorse, and the docu- 
ment must be treated as a good direction to pay bearer. Even if it could be 
said that the document did not contain a sufficiently clear mandate to justify 
the bar ik a acting on it, it was clear that the drawer had wished the bank to pay 
the money, and the bank had paid the money to the persons whom the drawer 
had reer. ‘d to receive it. In those circumstances it would be a blot on our 
judicial system if the plaintiffs could now recover from the bank. 

Bankers are always glad to see a bank come out as victor in a legal action, 
but readers will, no doubt, have noticed a disturbing point in Mr. Justice 
Branson’s judgment—the document was not a cheque. Now, “ pay cash or 
order’ is not uncommon on orders addressed to a banker; if this wording 
does away with the “ cheque-ness ” of the instrument, then a banker collecting 
it is without such protection as is granted to him under the terms of 5.82, 
however meticulously the bit of paper be crossed. 

The branches of any of our banks have every day to pay over the counter 
alarge number of cheques drawn for and on behalf of limited liability 
companies, and still more of these cheques are presented through the clearing. 
A bank presumes (the Law does not) that the official paying such a cheque will 
know the procuration signature; but this is a presumption that has little 
validity when the official concerned has just entered on a cashier’s duties at a 
branch which is new to him. Fortunately, fraudulent or irregular per pro 
signatures are rare, but the case of B. Liggett (Liverpool) Ltd. v. Barclays Bank, 
Lid. von). will be of interest to anybody who has ever paid cheques over the 
counter or had to pay them in the In Clearing. 

The ah uintifl com} pany had two directors only, Melia and Liggett, and the 
bank was instructed that all cheques had to bear the signatures of “‘ any two 
directors for the time being’’. ———~ the end of August, 1925, when the 
account had been open about two years, Liggett came to the bank and said 
that Melia had gone to Ireland and that the company had trade obligations it 
must meet during his absence. The bank subsequently honoured three cheques 
totalling about £660 drawn on Liggett’s procuration signature alone. Later, 
Melia came along and added his signature to these cheques, so all was well. 
There were three other cheques, however, totalling £470, which were paid on 
Liggett’s signature and which never received that of Melia. These were paid a 
day or two after the first batch, on Liggett’s soenis that a second deaiane 
would ultimately be put tothem. The day after the last of these three drawings 
was honoured the bank received a notice, written on the company’s note ~~ 
and signed on the company’s behalf by Liggett as chairman, that a Mrs. E. M. 
Liggett had been appointed an additional director. Her specimen evden 
was enclosed and a further instruction was given that cheques were still to be 

gned by any two directors for the time being. This notice was sent without 
the knowledge or authority of Melia. 

The bank accepted the notice without further enquiry as to whether the 
appointment was in order. Further cheques were honoured which bore the 
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two signatures of Mr. and Mrs. Liggett and the bank was satisfied to accept 
Mrs. Liggett’s signature to the three paid cheques which had already been 
honoured on Mr. Liggett’s sole signature. Melia soon discovered what was 
happening and brought an action against the bank in the company’s name. 

Wright, J., started his judgment by ruling that there was no protection 
for the paying bank in respect of the three cheques drawn before the notice of 
Mrs. Liggett’s appointment. The real difficulty concerned those drawn after 
the receipt of that notice. The bank claimed the benefit of the rule in Royal 
British Bank v. Turquand—that the bank, having had the company’s articles, 
was entitled to assume that the notice of appointment was valid. Unfor- 
tunately for this line of defence, the jury found that the circumstances were 
such as to put the bank on enquiry and that the bank was negligent in paying 
the cheques complained of. The judge agreed with the jury and said that if the 

matter stopped there he would have to give judgment for the plaintiffs for the 
whole amount claimed. He could not do so, however, because the cheques were 
all drawn in favour of ordinary trade creditors of the company and the pro- 
ceeds were applied to the payment of goods supplied to the company. There 
was an equitable doctrine under which a person who pays the debts of another 
without authority is allowed to take advantage of his payment. It was a matter 
of some Cifficulty to apply that doctrine here ; but in so far as payment was 
made for goods supplied to the company and out of a credit balance at the 
bank, then the bank was protected. 

The bank was fortunate that the unauthorized drawings were not made in 
fraud of the company ; the saving circumstances were highly exceptional and 
the value of the case lies in the main decision that the bank (having been put 
on enquiry by the circumstances) should have enquired into the alleged appoint- 
ment of an additional director. 

Cases regarding bankers who have paid domiciled bills of exchange crop 
up from time to time but they are not numerous. A useful decision concerning 
such a bill is Auchteroni and Co. v. Midland Bank, Ltd. (1927), because the 
Court’s judgment set out basic principles. The plaintiffs drew a bill for 
£876 gs. od. on Nigerian Products Ltd. at three months after date. The drawees 
accepted it pay: able at the defendant bank’s Liv erpool office and notified the 
bank of the domiciliation three days before maturity, with a request that it 
should be paid on presentation. 

At its maturity the plaintiff's cashier presented the bill over the counter and 
took payment in bank notes which he fraudulently retained to his own use. On 
his crime being discovered some time later, the plaintiffs brought an action 
against the paying bank on three grounds—negligence, money had and received, 
and conversion of the bill. Evidence was given at the trial that the defendants 
had, over a period of years, paid a considerable number of similar bills, but 
except for the present one, all had been presented through the clearing by 
Auchteroni’s bankers. Evidence was also given that the practically t univ ersal 
custom in Liverpool was for trade bills, especially big ones, to be passed through 
the clearing. A statement made by one witness is worth recording: “ In his 
twenty years’ experience as a bank cashier and manager he had never known a 
bill such as that in question presented for payment in cash over the counter. 
He said he did not know what he would have done in such a case, which to him 
was hypothetical ; he might have asked some questions, but how far he would 
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have pursued those questions would depend upon the humour he was in.” 
Some of the witnesses considered that the cashier should refer to his manager 
before paying over the counter, but why he should do so, or what would be the 
result if he did, was left somewhat obscure. 

Wright, J., held in his judgment that the defendant bank was not liable to 
the plaintiffs (1) on the ground of negligence because the defendant bank owed 
no duty to the plaintiffs, as they were not its customers ; (2) on the ground 
of money had and received, because the drawing of the bill did not amount 
to an assignment in favour of the payee of funds of the drawee; (3) on 
the ground of conversion, for the bill was a negotiable instrument, paid in good 
faith, without notice of any defect of title, and in accordance with the law 
merchant—which recognized such presentation, although unusual, as due 
presentation sufficient to require the bankers to pay in the absence of very 
special circumstances of suspicion, and these were not present here. Such 
circumstances might arise were presentation made over the counter “ by a 
tramp, or an office boy’. The real trouble had arisen because the plaintiffs 
had entrusted the bill to a fraudulent clerk and they must not seek to transfer 
their loss to the bank. 
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Argen tine 


RECENT decree gives the Banco Central full powers over all banks, 
national or foreign, operating in the country. The declared object of this 
measure is to co-ordinate the economic and credit policies of the country, 
and in particular to avoid inflation. It is said to be directed, among other 
objectives, against the expansionary effect of the accumulation of blocked 
sterling balances. If so, the argument is hardly tenable, for any inflationary 
effect has already exerted itself, being produced by the actual process of 
accumulation of claims, which could not be used to buy goods, against creation 
of domestic money. Any spending of the sterling balances now will be counter- 
inflationary in its effects. 
By virtue of the new decree, the Banco Central has guaranteed the deposits 
of the commercial banks. But this provision is merely consequential upon a 
really sweeping interference with the freedom of the banking system; the 
Central Bank is now empowered to direct the manner in which commercial 
bank deposits shall be employed. For all practical purposes, therefore, these 
banks have become branches of the Central Bank. 


Sweden 


On July 13 the Swedish Government revalued the krona from 4.20 to 3.60 
to the dollar, and from 16.92 to 14.50 to the pound, an increase in its exchange 
value by some 14 percent. This operation was undertaken in order to insulate 
Sweden from the effects of the rising trend of prices in the United States. One 
result of the change is that the Riksbank’s gold and foreign exchange reserve 
has had to be written down by some 300,000,000 kronor. 
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Poland 


A financial agreement was concluded with the Polish Provisional Govern- 
ment on June 24, under which Great Britain agrees not to claim the repayment 
of the £73,000,000 spent on war materials for the equipment of the Polish 
Forces during the war. The question of the £47,500,000 spent on the pay of 
the Polish Forces will be left in abeyance. In discharge of the amounts spent 
on the Polish civil administration in the United Kingdom, amounting to 
£32,000,000, the Polish Government will repay {3,000,000 in gold and 
{10,000,000 in 15 annual instalments, to begin in five years. The £3,000,000 
in gold is taken from the Bank of Poland’s deposit with the Bank of England. 
The rest of the gold deposit, together with the sterling assets of the former 
Polish Government, will be placed at the present Polish Government’s disposal. 


Denmark 


In answer to a question, the Chancellor of the Exchequer denied allegations 
that this country is pressing for a devaluation of the Danish krone. Pressure is 
understood to have been exerted on the Danish authorities by Danish agri- 
cultural interests, in order to secure a market for exports in spite of the sharp 
rise of prices caused by German methods of exploitation and by inflation 
following on the liberation of the country. 


Hong Kong 


The head office of the Hong Kong and Shanghai Banking Corporation in 
Hong Kong has reopened for business. The premises were only slightly 
damaged, and the records were found to be intact. During the Japanese 
occupation the Yokohama Specie Bank carried out the liquidation of the bank, 
and of other European and American banks, in a “ fair and professional bank- 
ing manner.”” The Hong Kong and Shanghai Banking Corporation is now 
confronted with many a complicated problem. There is, for instance, the 
question of the validity of the repayments of its loans effected in terms of 
Japanese occupation currency. It will be some time before this and other 
problems can be disentangled. 
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Guarantees for Aliens’ Debts 
By L. Le M. Minty 


HERE are many complexities in the law relating to contracts which are 

abrogated, or those the remedies for the enforcement of which are 

merely suspended, because a state of war makes intercourse between the 
parties to them for the time being illegal. 

Generally speaking, however, two principles are involved. First, the 
creation of a state of war does not necessarily imply that the property of an 
alien enemy in the hands of a British subject is thereby confiscated, though 
usually the enemy’s rights to claim it cannot be enforced during the con- 
tinuance of hostilities. Secondly, if the execution of a contract will result to 
the advantage of the enemy it will be contrary to public policy to execute it, 
and as the courts will not allow any presumption to arise as to how long the 
state of hostilities will continue—in fact, until the plenipotentiaries have put 
their pens to the peace treaty, there is always a presumption that hostilities 
will continue indefinitely—the majority of contracts which are wholly or 
partly executory are abrogated by war, making it illegal to execute them. 

This state of affairs must, of course, be distinguished from the situation where 
to execute a contract would not be definitely illegal as involving intercourse 
with the enemy, but the contract becomes in practice impossible owing to 
war conditions, where, for example, a British ship has been chartered to take 
a cargo to a port which is under fire and is shortly afterwards taken by the 
enemy. The contract in such circumstances is not abrogated by illegality, but 
is frustrated, and therefore avoided by impossibility of performance. Although 
jurists differ as to the correct principles upon which the doctrine of frustration is 
founded, the general theory adopted seems to be that one has always to read 
into a contract an implied condition that if any untoward event or accident 
makes the contract impossible of performance, the parties shall regard the 
contract as mutually rescinded. They may provide against such contingency 
by introducing into the contract special terms to cover it, but if they do not 
do so, one has to imply that if they had thought about the contingency at all, 
they would have mutually agreed to call off the agreement and each bear his 
own loss. This was the rule established by what became known as the Corona- 
tion seat cases: Civil Service Co-operative Society v. General Steam Navigation 
Co., 1903, 2 K.B. 760 n.; Krell v. Henry, 1903, 2 K.B. 740; and Chandler v. 
Webster, 1904, I K.B. 493—which arose out of the postponement of the corona- 
tion of King Edward VII, who, after all arrangements had been made, had to 
undergo an operation for appendicitis. Those who had agreed to pay for seats 
to view the coronation and the review at Spithead were absolved from their 
liability to take tickets and pay for them, and in Chandler v. Webster it was 
held that those who had paid for their tickets in advance, could not recover 
their money. The latter case, after being acted upon for nearly 40 years, was, in 
Fibrosa Spolka Akcyjna v. Fairbairn Lawson Combe Harbour Ltd., 1942, 
2 All E.R. 122, overruled by the House of Lords and it was there held that 
the loss does not always lie where it falls, and where a person has paid for 
goods or services which cannot be delivered or rendered, owing to the contract 
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being frustrated by impossibility of performance, he can recover what he has 
paid as for money paid for a consideration which has totally failed. This 
principle applies not merely to contracts made impossible by conditions of war 
but to many other classes of contract made impossible in time of peace, as, 
for example, where a singer, who has undertaken to appear at a concert, 
cannot ~ so owing to onde n illness, or where, on the other hand, the concert 
cannot be held bec cause the theatre has been burnt down. 

The leading case upon contracts executory which become illegal owing to 
one of the parties becoming an enemy alien or because to carry them out 
would involve intercourse with or give an advantage to the enemy, is Ertel 
Bieber and Co. v. Rio Pémto Co. Ltd.: Dynamit Actien-Gesellschaft (Normals 
Alfred Normal and Co.) v. Rio Tinto Co. Ltd.: Vereinigte Koenigs and Laura- 
huette Actien-Gesellschaft fur Bergbau and Huttenbetrieb v. Rio Tinto Co. Litd., 
1918, 118 L.T. 181. This was an appeal of three German companies against 
judgment given by the Court of Appeal in favour of the Rio Tinto Co. Ltd., 
re spondents. In the appeal of Ertel Bieber and Co. the facts were that the 
appellants, a German firm carrying on business at Hamburg, had entered into 
agreements with the Rio ome Co. Ltd., a British company owning mines in 
Spain, for the delivery to Ertel Bieber and Co. of cupreous sulphur ore 
at Rotterdam, Hamburg, Stettin or other continental ports during the years 
Ig1I to 1919. Each contract contained a clause providing that if, owing to 
strikes, war or any other cause beyond the control of the respondents, the 
latter were prevented from shipping or delivering to the appellants, the obli- 
gation to ship or deliver was suspended during the ¢ continuance of the impedi- 
ment and for a reasonable time afterwards. In the second and third appeals 
the respondents had entered into similar contracts with the respective German 
firms, the only substantial difference being that these contracts were made in 
Germany, in the German language, by a German agent of the Rio Tinto Co., 
and it was therefore contended by the German companies that the rights of 
the parties under those contracts were governed by German law. 

The Rio Tinto Co. Ltd. had sued the respective appellants under the Legal 
Proceedings Against Enemies Act, 1915, claiming inier alia a declaration that 
the contracts for the supply of ore were abrog ated and avoided as from 
August 4, 1914. The Court of Appeal decided that the three contracts involved 
commercial intercourse with the enemy and that the Rio Tinto Co. Ltd. were 
therefore released from their obligation thereunder from the date when war 
was declared. The House of Lords held that the suspensory clause in the 
contract, assuming in the appellants’ favour that it covered the case of war 
between Great Britain and Ger rmany, was void as against aan policy and, 
apatt from that clause, the contracts being executory were rendered invalid 
by the war as they involved trading with the enemy. 

As regards the second and third appeals, until the contrary is proved the 
general law of a foreign country must be presumed to be the same as the law 
of this country, and the appellants having failed to discharge the onus on 
them of proving that the German law ditfered from the English law, the 
presumption held good and the ruling in the first case therefore applied. 
Further, that if the German courts held these contracts were not against 
German public policy, that would not bind an Englishman in an English court, 
that they were not against English public policy. 
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The recent case of Schering Lid. (in voluntary liquidation) v. Stockholms 
Enskilda Bank Aktiebolag and others, 1946, 1 All E.R. 36, raised two further 
points. Do the principles laid down in the Ertel Bieber case cited above 
equally apply where neither of the parties to the contract is an enemy alien, 
but to carry out the contract might result in advantage to the enemy, as in 
this case, by paying to a neutral banking company a debt due under a guarantee, 
thereby releasing from liability to the neutral banking company a German 
company carrying on business in Germany? Does such payment under the 
guarantee constitute intercourse with the enemy, though there is no physical 
contract or transfer of property to the enemy ? Are such principles applicable 
to an executed contract, as well as to an executory contract ? The facts were 
that the appellants, Schering Ltd., were an English company and an Indian 
Company, Schering Kahlbaum (India) Ltd. They were both owned by a parent 
German Company, Schering-Kahlbaum Aktiengesellschaft. The respon- 
dents, Stockholms Enskilda Bank Aktiebolag, were a Swedish banking company 
prepared to sell foreign exchange as part of their ordinary business. The 
Schering-Kahlbaum Aktiengesellschaft was delivering goods to the appellant 
subsidiary companies in England and India for sale there, but foresaw diffi- 
culties under the German currency decrees in getting the sterling price of the 
goods paid by the subsidiaries direct to itself. The Enskilda Bank was possessed 
of a large balance of German sperrmarks, that is to say, marks which could be 
used only to buy goods in Germany. The Enskilda Bank was ready to sell this 
balance of marks to the Schering-Kahlbaum Aktiengesellschaft against future 
deliveries of sterling. There were negotiations between the Enskilda Bank and 
the Schering-Kahlbaum Aktiengesellschaft in February, 1936, and an agreement 
was first made between them that the Enskilda Bank should put the marks 
at the disposal of the Schering-Kahlbaum Aktiengesellschaft and be guaranteed 
payment by the appellant subsidiary companies. The sterling equivalent then 
put on the marks was £84,000. There were further negotiations between the 
parties between February, 1936, and April, 1936, which resulted in a new 
agreement between the parties, which should be governed by English law, 
under which the Enskilda Bank was to sell the marks out1ight to the Schering- 
Kahlbaum Aktiengesellschaft, but what was to be the understood equivalent 
in sterling for which the Schering-Kahlbaum Aktiengesellschaft was to be 
liable was not clear, probably because if the real rate had been definitely 
established it would have constituted an offence under the German currency 
laws. However, after the transfer of the balance of marks to the Schering- 
Kahlbaumgesellschaft the appellant subsidiary companies were to pay to the 
Enskilda Bank {£50,400 by fourteen six-monthly instalments. The appellant 
companies were to pay these instalments not as guarantors but as principal 
debtors and each time an instalment was paid the Enskilda Bank was to make 
an assignment of that amount to the appellant companies as for a debt for 
that amount owed it by Schering-Kahlbaumgesellschaft. This agreement was 
set out in a letter dated April 16, 1936, from the appellants to the Enskilda 
Bank. The agreement contained a curious provision that the moneys thus 
paid by the appellant companies on behalf of the parent company, Schering- 
Kahlbaumgesellschaft, should not become enforceable against the Schering- 
Kahlbaumgesellschaft until the whole of the £50,400 had been paid on its 
behalf, which, in the meantime, intended to pay off this debt to the subsidiary 
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appellant companies by delivering goods, the sterling value of which would 
be set off against the debt in bookkeeping account between the companies. 

In 1936 the Enskilda Bank paid over the mark balance to the Schering- 
Kahlbaumgesellschaft and the appellant companies paid instalments and took 
assignments up till April 28, 1939, when the sum guaranteed had been reduced 
to £42,000. The fifth payment and assignment fell due to be paid on October 28, 
1939, but in the interim, on September 3, 1939, war broke out between Great 
Britain and Germany, and no further instalments had, in fact, been paid. 
On October 30, 1939, Stockholms Enskilda Bank began an action in the 
King’s Bench Division claiming payment of the fifth instalment, viz. £3,360, 
but the action was dismissed by Hawke, J., whose decision was affirmed by 
the Court of Appeal: Stockholms Enskilda Bank Akttebolag v. Schering Ltd., 
1941, I K.B. 424. The ground of the decision was that the payment would 
be for the benefit of the German company, which would thus be released from 
its liability, and the payment was therefore prohibited by the Trading with 
the Enemy Act, 1939. Subsequently the English company went into voluntary 
liquidation, and its assets having been sold, a sum of £25,000 was placed in 
the names of the joint liquidators to answer its joint obligations (if still 
subsisting) under the April, 1936, agreement. 

On January 29, 1942, the English company issued the writ in the present 
action claiming a declaration that the April contract could no longer be 
enforced against it, and an order for the release to it of the £25,000 mentioned. 
This claim was based on allegations that the April, 1936, agreement was a 
contract the continued existence of which would be for the benefit of the enemy, 
or would involve intercourse between the English company and the enemy. 
It was also alleged that the contract had been frustrated. On the trial of this 
second action brought in the Chancery Division, Simonds, J., was of opinion 
that the April contract was one, the performance or continued existence of 
which after September 3, 1939, would benefit the enemy and would involve 
intercourse with the enemy. He did not deal with frustration. He accordingly 
made an order declaring that the April, 1936, contract had been abrogated 
by the outbreak of war and could no longer be enforced against the plaintiffs, 
and ordered the release of the £25,000. 

On appeal, the order of Simonds, J., was discharged and the action dis- 
missed. The reasoning in the Judgment in the Court of Appeal seems to be 
that though the performance of the April, 1936, contract during the war 
must benefit the enemy and the immediate performance of the contract with 
the Enskilda Bank during the war would, in fact, confer an immediate or 
future benefit to the enemy and therefore would be abrogated by the outbreak 
of war, nevertheless the contract having been made with a neutral might 
again come into existence after the outbreak of war on the basis of suspension 
during the war. 

Although the Court of Appeal had therefore absolved the appellants, 
Schering Ltd., from immediate liability to make payment of instalments 
under the April, 1936, agreement, the liquidators, not being certain as to their 
position in the future after the cessation of hostilities, appealed to the House 
of Lords and by the time the appeal was heard hostilities had in the interim 
ceased. 

The House of Lords, by a majority of one, dismissed the appeal, Lord 
Thankerton, Lord Porter and Lord Goddard voting in favour of dismissing 
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the appeal, Lord Russell of Killowen and Lord MacMillan being in favour of 
allowing the appeal, which means that the appellant company will be liable 
to pay these further instalments. 

In the House of Lords, unlike the board of the Privy Council which delivers 
one judgment, each Law Lord gives a separate judgment. Consequently it is 
often difficult to summarize the exact findings and reasons upon which the 
majority judgment is based. In this case it is particularly difficult because 
there had been, as related, between February and April, 1936, negotiations 
between the parent German company and the Enskilda Bank, from which 
the contract of April, 1936, resulted, and then further negotiations between 
the appellant company and the Indian company and the Enskilda Bank 
purporting s to confirm and work out the details of the April, 1936, agreement, 
and it was not clear that these further negotiations amounted to a variation 
of the February, 1936, agreement with the parent German company or 
established a new agreement in April, 1936, between the parties. The 
English and Indian companies were dominated by the parent German com- 
pany, which had entered into the series of transactions as a means of 
evading the German currency laws then in force and there were several 
important differences in the arrangements originally made and those actually 
carried out, as to the purport of which it was difficult to say what was the 
real intention of the parties and how much was camouflage adopted to 
regularize on paper the currency dealings of the parent German company so 
as to comply on the face of them w ith the German currency decrees which 
made it illegal for the English and Indian companies to transfer sterling 
direct to the parent German company. 

Lords Russell and MacMillan, in their dissenting judgments, agreed with 
Simonds, J., that the vital question was whether the performance of the 
contract would benefit the enemy. They held that such was the effect of the 
performance of the contract which was thus definitely abrogated and the 
English company was under no obligation to make further payments. 

The majority, however, took the view that upon payment of the sperr- 
marks by the Enskilda Bank in April, 1936, the contract between the Enskilda 
Bank and the German parent company had been executed, and upon a proper 
construction of the February and April contracts and the appellant company 
and the Indian company having agreed to pay the instalments as principals 
and not as guarantors, and the payment of each instalment being pro tanto 
satisfaction of their liability under the guarantee, and the contract between 
the Enskilda Bank and the appellant English company being governed by 
English law, all that remained as between the Enskilda Bank and the appellant 
English company was a lic — to pay the instalments as under an executed 
contract. In other words, the appellant company were liable to pay, not in 
performance of any existing contract of guarantee, but to pay a debt arising 
out of an executed contract, and though payments might be illegal in.time of 
war as indirectly assisting the enemy, the liability of the English company to 
pay the instalments of this debt revived after the cessation of hostilities. 
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1ent, 1943 5623.2 2819.9 2803.3 IV 1386.2 667 .8 718.4 
ition 1944 5788.4 3038.5 2749.9 1946 I 1337-4 1253-5 83.9 
7 or 1945 6057.8 3238.1 2819.7 I 902.0 629.0 273-0 
The * Allowing for loan expenditure. 
com- . . P 
7 Exchequer Issues and Receipts 
w ie WEEKLY AVERAGES 
. << Total Total 
ually Expendi- Ordinary Deficit Expendi- Ordinary Deficit 
; the ture § Revenue ture§ Revenue 
d t £m. £m. £m. £m. £m. {m. 
, 1938 19.2 17.0 1.2 1942 102.6 50.2 52.3 
Ly SO 1939 28.8 18.8 10.0 1943 110.7 55-4 55-2 
yhich 1940 63.9 24.0 39.9 1944 114.8 61.0 53-7 
rling 1941 88.5 36.0 52.5 1945 110.4 62.9 47.6 
.e) 
Period Ending : 1945 Mar. 31 133-7 75.1 58.6 
with 1944 Jan 29 $32.3 553.3 ia? April 28 100.2 50.2 50.0 
Feb. 26 122.5 97.7 24.8 May 26 87.8 9.6 8.2 
he ‘ 7-7 4 ; 7 3 4 
the Mar. 31 123.5 70.2 =2.3 June 30 112.8 50.6 2.3 
f the April 29 109.6 45.6 64.0 July 28 107.8 61.2 46.5 
the May 27 109.6 50.5 59.1 Aug. 25 103.8 49.5 54-3 
June 30 108 .7 43-3 65-4 Sept. 30 116.9 59.9 56.9 
July 29 112.0 57-6 54-4 Oct. 27 107.1 52.9 54.2 
perr- Aug. 26 107.5 53-1 54-4 Nov. 24 104.5 49.0 55-5 
-ild Sept. 30 123.6 560.7 66.9 Dec. 32 107.5 50.6 56.9 
<uda Oct. 28 118.6 52.5 66.1 
oper Nov. 2: 110.2 47-3 62.9 1946 Jan. 26 82.2 99.8 57 .6* 
Janv pee. 31 116.5 49.8 66.7 Feb. 23 97.6 114.1 16:4" 
ees Mar. 31 126.1 82.9 43.1 
ipals 1945 Jan. 27 112.4 III.! z.2 April 27 89.0 55-2 33.5 
tanto Feb. 24 123.4 110.9 17.5 May 25 67.5 49.1 18.4 
ween § Ordinary expenditure plus other expenditure (excluding sinking funds but including 
a 1 | expenditure of a capital nature). * Surplus. 
1 DY sig gc ea = i camietiaea te sccm = 
llant l , 
uted 
yt in | 
ising 
1e of 
y to 





Bodegas & Offices: 

| Calle José Moreno de Mora 5/7 
| 
| 


| Puerto de Santa Maria, Spain 
and 56 Palace Road, East Molesey, Surrey. 
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Tax Certificates 








Paid Net Paid Net 
Raised Off Raised Issue* Raised Off Raised Issue* 
£m. £m. £m. £m. £m. £m. £m. £m. 
1944 Julv.. 34.4 20.8 13.5 638.3 1945 July... 25.3 21.0 4-3 742.6 

Aug... 33-9 23-3 10.6 648.9 Aug... 28.0 13.2 14.8 757.4 

Sept... 63.8 25.8 38.0 686.9 Sept... 39-7 41.7 — 2.0 755.4 

Get... Bat 20.9 8.2 695.1 Oct... 23.6 24.6 —I.1I 754.3 

Nov... 41.2 19.1 25.8 957.2 Nov... 3F.2 20.5 10.7 765.0 

Dec... 63.0 20.4 42.5 759.7 De... 34.8 19°O 35.7 800.7 

1945 Jan... 52.3 78.4 —26.1 733.6 1946 Jan... 28.5 58-1 —29-6 771.0 

Feb. . 62.6 112.3 —49.7 683.9 Feb... 40.8 113.7 —72.9 698.0 

Mar... 65.5 66.7 — 1.2 682.7 Mar... 51.4 101.7 —50.3 647.9 

A... 2$.3 16.4 8.9 691.6 Apt... 39-7 28.5 II.I 659.0 

May.. 33.1 12.9 20.2 732.8 May.. 15.4 16.2 — 0.8 658.2 

June... 51.3 24.7 26.5 738.3 June... 12.8 24.9 —I2.2 646.0 

* i.e. outstanding at end of month. 
Treasury Deposit Receipts 
Including 
prior Outstanding 
Raised Redeemed Encashments (end of period) 
£m. £m. {m. m. 
Monthly : 

1945 June . a - 480.0 467.5 43-5 2075-5 
July .. jin a 235.0 178.0 28.0 2132.5 
August os - 290.0 237.0 24.5 2185.5 
September... < 480.0 543-5 109.5 2122.0 
October a mis 475-0 509.0 94.0 2088 .o 
November... ih 50.0 295.0 36.0 1843.0 
December ia ai 320.5 527.0 69.5 1636.5 

1946 January ay die 139.5 177-5 4-5 1598.5 
February we ~s 210.0 230.5 $.5 1572.0 
March a eo 455.0 468.0 4-5 1559.0 
April ee oe 430.0 440.0 6.5 1543-0 
May (to 25th) “ws Nil 60.0 19.0 1483.0 
june e° e* 190.0 232.5 1390.5 

Week Ended : 
june I os Nil 40.0 1443.0 
8 . , Nil 92..% 1370.5 
15 wa ar 90.0 84.0 1376.5 
22 ° * 100.0 55.0 1391.5 
» 2 4 ; Nil [.0 1390.5 
July 6 ‘ isa 150.0 129.0 1411.5 
13 ois oc 50.0 6.5 1455-0 
Floating Debt 
July 14, June 22, June 30, July 6, July 13, 
1945 1940 19460 1940 1946 
£m. fm {m. £m. £m. 
Wavs and Means Advances 
Bank of England . . 13.5 10.5 23.3 15.8 
Public departments . 503.4 357-7 425.6 430.2 416.7 
Treasury Bills 
lender - ro ‘in 1640.0 1930.0 1930.0 1930.0 1930.0 
Tap ; a ‘ 2339.5 2543-4 2492.6 2562.9 2479.4 
Treasury deposit receipts i. 2137-5 1391.5 1390.5 1411.5 1455-0 
2 6357-9 6290.9 


6620.4 6230.1 6249. 
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‘And I appoint...’ 


Many thousands of people have nominated the 
Westminster Bank as their Executor, and their 
numbers are increasing day by day. 


These men and women have given very careful 
consideration to this most important subject, 
and have decided that the advantages of ap- 
pointing a Corporate Executor enable them to 
rest content that their wishes will be faithfully 
and efficiently carried out. 


Should you not take the same step now? 


The Bank has Trustee branches at 63 Piccadilly, 
W.1, Bristol, Liverpool, Manchester, and Bourne- 
mouth, where experienced staffs are available 
to discuss your own particular problem—the 
local Branch Manager will also be pleased to 
institute inquiries on your behalf. 


WESTMINSTER BANK LIMITED 


Trustee Department 
53 Threadneedle Street, London, E.C.2 
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JAMAICA CIGARS AT THEIR BEST 










MANUFACTURED BY 
B. & J. B. MACHADO TOBACCO Co, Ltd., KINGSTON, JAMAICA, B.W.1. 
SOLE DISTRIBUTORS IN THE UNITED KINGDOM 
LAMBERT & BUTLER 
BRANCH OF THE IMPERIAL TOBACCO COMPANY (OF GREAT BRITAIN & IRELAND), LTD. 
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TO BANK MANAGERS 


Please consult us—we have been established since 
1772 — regarding your customers JEWELLERY & 
SILVER. We will gladly advise you free of charge. 


SPINK & SON, LTD. 


Medallists to 5,6 and 7 King Street, Tel.: WHItehall 5216 
H.M. The King St. James’s, LONDON, S.W.1 dias 














VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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Appointments and Retirements 


Barclays Bank—Mr. W. M. Cooke, assistant general manager (Staff), has 
retired after nearly 45 years’ service with the Bank. 

Barclays Bank (D. C. & O.)—Mr. A. Warner has_ been appointed an 
assistant general manager. 

British Linen Bank— Corstorphine: Branch reopened on July 1, with 
Mr. A. G. Cumming as manager. Glasgow, Union Street : Mr. J. B. Y. Murdoch, 
manager, has retired and will be succeeded by Mr. A. J. Smith, manager at 
Shawlands and Merrylee Branches. 

District Bank—Head Office : Mr. F. A. Rushton, formerly chief accountant, 
has been appointed an assistant general manager; Mr. J. H. Firth, formerly 
staff manager, becomes chief accountant; and Mr. F. Short becomes staff 
manager. Foreign Department, 13, Spring Gardens, Manchester: Mr. M. W. 
Lymer, formerly assistant foreign manager, has been appointed foreign 
manager. 

Martins Bank—Head Office: Mr. C. J. Verity, formerly Manchester district 
general manager, and Mr. M. Conacher, formerly Liverpool district general 
manager, have been appointed joint general managers. Mr. T. A. Johnson, 
formerly assistant general manager, has been appointed Liverpool district 
general manager. Manchester District Office: Mr. J. Froggatt, formerly 
Manchester assistant district manager, and Mr. G. R. Tarn, formerly North- 
Eastern district general manager, have been appointed joint Manchester 
district general managers. Mr. H. A. Bullough, formerly sub-manager of 
St. Ann’s Square branch, Manchester, has been appointed an inspector at 
Manchester district office. North-Eastern District Office: Mr. D. O. Maxwell, 
formerly North-Eastern assistant district manager, has been appointed North- 
Eastern district general manager, and Mr. J. E. Deyes, from the London district 
office staff, has been appointed North-Eastern assistant district manager. 
Annfield Plain: Mr. G. R. Dixon, formerly clerk-in-charge, has been appointed 
manager. Blyth: Mr. A. E. Blaylock, formerly acting manager, has been 
appointed manager. Bolton: Mr. T. L. Chadwick has been appointed assistant 
manager. Cambridge: On his return from National Service, Mr. A. B. Aitken 
has resumed his management of this branch. Hebburn: Mr. E. F. B. Middle- 
ton, on his return from National Service, has been appointed manager, follow- 
ing Mr. R. K. McConway. Liverpool, Breck Road: Mr. A. E. Pearson has 
been appointed manager in succession to Mr. F. M. Winfield, who has retired 
after forty-seven years’ service. Liverpool, Mossley Hill: Mr. L. C. Jones, on 
his return from National Service, has been appointed manager in succession to 
Mr. L. S. Johnson, who has retired after forty-six years’ service. Manchester, 
Ardwick : Mr. H. Woolfenden has been appointed assistant manager. Man- 
chester, St. Ann’s Square: Mr. H. S. Mellor, on his return from National 
Service, has been appointed sub-manager in succession to Mr. H. A. Bullough, 
now promoted inspector at Manchester district office. 

Midland Bank—Head Office: Mr. P. Leadbeater, of Market Street, Brad- 


ford, to be a branch superintendent in succession to Mr. J. Christopherson. 
London : Overseas branch: Mr. M. Himmel, of foreign branch, Manchester, to 
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be superintendent of provincial foreign branches. London: Bloomsbury :4 
Mr. F. J. Letzer, of Curzon Street, to be manager on the retirement of Mr. F. C.: 
Salveson. London: Curzon Street: Mr. J. Henderson to be manager in suc.’ 
cession to Mr. F. J. Letzer. London: Deptford: Mr. J. G. Kellas to be manager 

in succession to Mr. S. S. Blackwell. London: Greenwich: Mr. H. R. Russell 

to be manager of this branch, which has hitherto been under the same manages 

ment as Deptford. London: Holborn Viaduct: Mr. H. J. Edwards to be sole! 
manager on the retirement of Mr. W. A. Moss. Mr. S. S. Blackwell, of Deptford, 

to be assistant manager. London: Loughborough Junction: Mr. D. W. Steen} 
to be manager on the retirement of Mr. A. J. E. Davis. 

Midland Bank Exectitor & Trustee Company Limited — Head Office: 
Mr. P. D. Willcock to be general manager on the retirement of Mr. G. EJ 
Baldry. Mr. D. G. MacArthur, a general manager’s assistant of the Midland) 
Bank, to be deputy general manager. Mr. S. B. Lowery, hitherto superinten- 

dent of branches, to be general manager’s assistant of the Company. 

North of Scotland Bank—wr. J. Y. Minty, manager of the Bank’s Trustee} 
Department, has been appointed assistant manager at the Chief London Office, 
Mr. H. Rennie, meantime assistant manager of the Trustee Department, hag) 
been appointed manager in succession to Mr. Minty. 


Standard Bank of South Africa—Mr. M. F. Berry has been elected ay 
member of the board. 


STANDARD BANK OF SOUTH AFRICA 


FURTHER PROGRESS 


THE RT. HON. LORD BALFOUR OF BURLEIGH’S STATEMENT 





Te one hundred and _ thirty-third 
ordinary general meeting of the Standard 
Bank of South Africa, Ltd., was held 
on July 24, at 10 Clement’s Lane, London, 
E.C. The Rt. Hon. Lord Balfour of Burleigh 
(the Chairman) presided. 

The following is an extract from the Chair- 
man’s statement which was circulated with 
the report : 

A satisfactory position is 
balance sheet that is before vou. Liquid 
funds in South Africa have continued to 
increase in the period under review as will be 
seen from the item deposit, current and 
other accounts, which is again higher by £35 
million. Cash in hand, at call and short 
notice, has risen by £19 million and investments 
by £8 million, this last figure representing 
purchases of Government stock. The amount 
of bills discounted, advances to customers and 
other accounts exceeds the figure in last year's 
balance sheet by £4 million. In his statement 
in 1945, the Chairman reported a new record 
in the total of the balance sheet which then 
stood at {197 million. I am now pleased to 
be able to draw your attention to the fact that 
we have reached a further stage in our progress, 
for this total has passed the {200 million mark 
and is no less than £237 million. In keeping 


shown in the 


with this increase in our figures our liquidi 
has been preserved and we have ample re 
sources to enable us to assist in the expansiomy 
in trade and industry in South Africa. 

In view of the continued large increase iff 
the amount of deposit, current and _ othef 
accounts it was decided last year to increaséy 
the reserve fund by a transfer from contine 
gencies account of £500,000. As I have already 
mentioned, the growth of the Bank's liabilities 
to the public has continued on the same sca 
during the last financial year and the directo 
have deemed it desirable to make a furthe 
transfer of half a million pounds from 
contingencies account ; this brings the reserve 
fund up to £4,000,000. 

Taking into account the amount of £193,909 
brought forward from the year ended March 3 
1945, there is {£860,292 for disposal. The 
interim dividend of 5s. per share paid iff 
January last absorbed {125,000 and aftef 
appropriating {£50,000 to Bank premises 
balance of £685,292 remains. : 

It is recommended that £200,000 be allocated 
to officers’ pension fund, that a final divident 
of gs. per share be paid, together with a bonus) 
of 3s. per share, making a total of 17 per cent) 
for the year and that a sum of £185,292 bey 
carried forward. g 
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